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Is paper has to do with the effects 
of monopolistic competition upon 
the demand for urban land service 
devoted primarily to commercial activ- 
ities, and with the formation of the prices 
of such land service. In Section I it is 
argued that monopolistic competition 
operates to increase the demand for com- 
mercial land service; in Section II the 
circumstances affecting the price of com- 
mercial land service are examined; and in 
Section III Professor Chamberlin’s 
views‘ on the nature of urban rent are 
considered. 


* These views appear in E. H. Chamberlin, The 
Theory of Monopolistic Competition (3d ed.; Cam- 
bridge: Harvard University Press, 1938), pp. 112-13 
and Appen. D, pp. 214-17. For comments on 
Chamberlin’s views on rent see John Ise, “Monopoly 
Elements in Rent,” American Economic Review, 
XXX (1940), 33-45; also T. J. Anderson, Jr., 
“Competition and Monopoly in Land Markets,” 
ibid., XX XI, 341-43. For purposes of the present 
discussion we suppose conditions of monopolistic 
competition to prevail in an industry when: (a) the 

composing such an industry produce and/or 
distribute differentiated products, the demand 
curves for which consequently are finitely elastic; 
and (5) entry into the industry of new firms in 
Search of abnormally high returns operates, by 
itself or in conjunction with a tendency on the part 
of each firm to pursue an aggressive price policy and 
disregard its rivals’ reactions, to press down the 


Although this essay relates only to 
the effects of monopolistic competition 
upon the use and price of commercial and 
related urban land service, we may set its 


curve of demand for each firm’s products until that 
firm’s curve of demand becomes tangent to the total 
average unit-cost (including “normal” profits) 
curve, and returns are restored to normal. If the 
price policy pursued by the firms composing an 
industry is aggressive, the monopolistic competition 
characteristic of the industry is described as ag- 
gressive. If, on the contrary, it is primarily through 
the entry of new firms that abnormality of returns is 
eliminated, the monopolistic competition charac- 
teristic of the industry is described as nonaggressive. 
The equilibrium price compatible with normal 
returns will be higher when monopolistic competition 
is nonaggressive than when it is aggressive. See 
Chamberlin, op. cit., pp. 71-100, 102-9; J. M. 
Cassels, “Excess Capacity and Monopolistic 
Competition,” Quarterly Journal of Economics, LI 
(May, 1937), 434-36. See also Joan Robinson, 
Economics of Imperfect Competition (London: 
Macmillan Co., 1933); and F. Machlup, “Monopoly 
and Competition: A Classification of Market Posi- 
tions,” American Economic Review, XX VII (1937), 
445-51. On the consequences for our argument of 
modifying the definition of monopolistic competition 
see n. 12 and text below. 

The present paper deals only with the essentially 
static aspects of the urban-rent question. For treat- 
ments of the dynamic aspects of urban rents see 
K. Pribram, “Residual, Differential, and Absolute 
Urban Ground Rents and Their Cyclical Fluctua- 
tions,” Econometrica, VIII (1940), 45-61; H. W. 
Singer, “An Index of Urban Land Rents and House 
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subject in broader perspective by asking: 
How does the replacement of pure by im- 
perfect competition affect the use and 
price of nonresidential and nonindustrial 
urban land service?? This question may 
be broken down into two questions: (1) 
Will more or less of this land service be 
demanded at given prices under imper- 
fect than under perfect competition? and 
(2) Will the conditions of land-service 
supply be different, or affect buyers dif- 
ferently, under imperfect from those un- 
der perfect competition? 

The answer to question 1 depends 
upon the net effect of the direct and the 
indirect influences that bear upon the 
demand for land service in consequence 
of the introduction of imperfect competi- 
tion. The direct influences of imperfect 
competition are of two sorts: (a) the vol- 
ume of output is almost invariably less 
than under pure competition; (6) the in- 
put of land service per unit of output 
may be greater than under pure competi- 





Rents in England and Wales, 1845-1913,” Econo- 
metrica, [X (1941), 221-30. F. v. Wieser’s important 
Die Theorie der siidtischen Grundrente (Leipzig: 
F. Deuticke, 1909) is concerned with the static 
problem. Some of the effects of imperfect compe- 
tition in retail trade are examined by W. A. Lewis in 
“Competition in Retail Trade,” Economica, XII 
(new ser., 1945), 202-34. British distribution costs 
are treated by A. Plant and R. F. Fowler, “The 
Analysis of Costs of Retail Distribution,” iid., 
VI (1939), 121-55. See also H. Smith, Retail Dis- 
tribution (London: Oxford University Press, 1937). 
Data on American department-store costs, rents, etc., 
are summarized by Elizabeth Burnham in “The 
Department Store in Its Community,” Harvard 
Business Review, XVIII (1940), 455-71, and “The 
Influence of Size of Business on Department 
Store Operating Results,” ibid., XVI (1938), 211-25. 


* The term “land service” is usually used in this 
paper to distinguish the service of land, with the 
price and use of which we are concerned, from the 
land itself whence issues the service. In Secs. I and 
II the term “land service” will refer, unless contrary 
indication is given, to urban land service used pri- 
marily to subserve the commercial and related 
functions carried on chiefly in urban business dis- 
tricts. 
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tion. Accordingly, if in a given industry 
or branch of the economy the introduc- 
tion of imperfect competition is accom- 
panied by a decrease in total output but 
by no change in land-service input per 
unit of output, that industry’s total land- 
service requirement declines. This is the 
usual effect of monopoly and oligopoly.‘ 
But if, as is usually the case when monop- 
olistic competition replaces pure compe- 
tition in a given industry, the input of 
land service per unit of output increases 
by an amount sufficient more than to off- 
set the associated decrease in total out- 
put, that industry’s requirement of land 
service increases (see Sec. I, following). 

Imperfect competition affects the de- 


3 Hereinafter the term “industry” is used synony- 
mously with the term “branch” of the economy. 


4 In the short run, monopoly and quasi-monopoly 
operate (as does oligopoly) to restrict total output 
and (assuming no significant effect upon methods 
of production and the substitution ratio between 
land and other productive agents) the land-service 
requirements of given industries. In the longer run, 
in economies organized and structured as is the 
American, the net effect of monopoly and quasi- 
monopoly upon output and land-service require- 
ments is less clear. For monopoly and quasi-monopo- 
ly operate in at least two ways to introduce more 
certainty into the total economic situation and there- 
by to render the state of expectations more favor- 
able to the maintenance and/or expansion of eco- 
nomic activity: (a) they check the deflationary 
tendencies usually present in free-enterprise econo- 
mies; (6) they protect for a time the profits of in- 
novation and thus conduce to innovation. Of course, 
these two effects could be realized, in theory at least, 
more economically through other means than the 
establishment of monopoly and quasi-monopoly. On 
this question see J. A. Schumpeter, Capitalism, 
Socialism, and Democrary (New York: Harper & 
Bros., 1942), chaps. vii-viii; K. E. Boulding, “In 
Defense of Monopoly,” Quarterly Journal of Eco- 
nomics, LIX (1945), 524-42; G. H. Hildebrand, Jr., 
““Monopolization and the Decline of Investment 
Opportunity,” American Economic Review, XXXII 
(1943), 591-601. On when monopoly output may 
exceed Competitive output, see Robinson, op. cit., 
PP. 153-54. 

5 The resulting increase in money outlay for land 
service will be only partly counterbalanced by the 
associated increase in the price of finished goods and 
services. 
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mand for land service indirectly by tend- 
ing either to increase or to decrease the 
prices of factors of production which on 
the balance are substitutes for, or com- 
plements to, land service. If the price of a 
substitute for land service is decreased or 
increased, the price of land service is also 
decreased or increased. If the price of a 
productive factor complementary to land 
service is decreased, the demand for land 
service is increased; conversely, if the 
price of the complement is increased, the 
demand for land service is depressed. To 
illustrate: In various branches (e.g., 
manufactures) of the American economy, 
types of oligopoly and quasi-monopoly 
tend to limit employment and therefore 
to make available to the distributive and 
service trades greater numbers of workers 
at lower wage rates than would prevail 
under pure competition. On the balance 
these workers are complements to urban 
land service; their availability at rela- 
tively lower wage rates therefore pushes 
up the demand for urban land service. 
Question 2 has to do with the condi- 
tions of supply surrounding land service 
and with the response thereto of users of 
land service. (a) If land service is sup- 
plied under conditions of pure competi- 
tion, the dominant influence on its use 
and price is exercised from the demand 
side; and each user of land service tends 
to employ such quantity of it as will 
equalize its marginal cost and its mar- 
ginal revenue yield. If the users of land 
service compete for it, as they must under 
pure competition or as they most likely 
must under monopolistic competition, 
the quantity of land-service taken, to- 
gether with its price, will not be affected 
by any discrepancy between its average 
and its marginal cost to land-service us- 
ers, or by attempts to secure it at dis- 
criminatory prices. If, on the contrary, 
the users of land service are few in num- 


ber, they may attempt to secure it at as 
low a price as the principles of oligopson- 
istic and/or discriminatory purchase per- 
mit. In sum, therefore, other things being 
equal, the demand for land service will 
be greatest when the number of its users, 
be they in purely competitive or in mo- 
nopolistically competitive industries, is 
sufficiently great to insure their effective 
competition for its use. (6) If the supply 
of land service is concentrated in the 
hands of a few, it will probably be mar- 
keted oligopolistically, and, celeris pari- 
bus, the income going to it will be greater 
than under pure competition, provided 
that its users behave competitively; but 
less land service will be used than under 
pure competition. If, however, the num- 
ber of purchasers also is relatively small, 
the price of land service will be forced 
below the oligopolistic level; and, ceteris 
paribus, more land service will be used, 
the degree of movement away from the 
point of oligopolistic equilibrium depend- 
ing upon the behavior of buyers and 
sellers. 

Our discussion has to do essentially 
with urban “commercial” land service 
and its several uses. It does not have to 
do with city-making forces and their in- 
fluence upon national and regional land- 
use and land-price patterns. It may be 
noted, however, that under conditions 
of pure spatial competition the search of 
industrialists after economies of spatial 
concentration’ tends to intensify land 
use, to minimize the input of land per 
unit of output, and probably to reduce 
the industrial land-requirement total. 
Expressed in terms of a nation’s land- 
price topographic map, this search oper- 
ates to increase the fraction of the map’s 
total area which is in plane surface and to 
augment the altitudes of those portions 
whose surfaces are elevated. Should these 

6 These economies are discussed in Sec. IT. 











388 


conditions of perfect spatial competition 
give way to conditions of imperfect spa- 
tial competition, two effects probably 
would be experienced on the balance: (a) 
the total industrial land requirement 
would decline somewhat because of the 
diminution in total output; and (5) the 
intensification of industrial land use 
would increase in some places and dimin- 
ish in others because of the influence of 
spatial price discrimination. These 
changes in turn would affect the pattern 
of urban nonindustrial land prices but 
not the nature of the influence of mo- 
nopolistic competition.’ 


I. MONOPOLISTIC COMPETITION AND THE 
DEMAND FOR COMMERCIAL AND RE- 
LATED URBAN LAND SERVICE 


The demand for land service, the price 
of land service, and therefore the money 
outlay for land service tend to be higher 
under monopolistic than under pure com- 
petition. More land service is required, 
and its price tends to be higher because 
its relevant elasticity of supply usually is 
finite. As pure competition gives place to 
monopolistic competition, the intrafirm 
substitution ratio between land and the 
complex of productive factors used joint- 
ly with land is modified in favor of land, 
and there is also an increase in the num- 
ber of firms composing an industry. Ac- 
cordingly, even though firms diminish in 
size and the consumption of finished 
goods and services falls off somewhat in 
consequence of the introduction of mo- 
nopolistic competition, the demand for 
land service tends to increase. In an in- 


70n spatial competition see, for example, 
Chamberlin, op. cit., pp. 208 ff.; E. M. Hoover, 
“Spatial Price Competition,” Review of Economic 
Studies, IV (1937), 182-91; H. Hotelling, “Stability 
In Competition,” Economic Journal, XLI (1929), 
41 ff.; A. Smithies, “Optimum Location in Spatial 
Competition,” Journal of Political Economy, XLIX 
(1941), 423-40; Lewis, op. cit., pp. 203-15. 
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dustry as a whole, the amount of land 
service used per unit of output tends to 
increase more than enough to counter- 
balance any such associated decrease in 
the consumption of output as may be oc- 
casioned by the increase in cost and 
price per unit of output consequent upon 
the introduction of monopolistic compe- 
tition and the resulting augmentation of 
the outlay per unit of output for land 
service and other productive agents. 
Given the comparative prices of each 
of the several factors of production re- 
quired in a line of enterprise, the quan- 
tity required of any one factor is gov- 
erned by the coefficient of production 
and by the magnitude of the quantity of 
the product that can be sold at prices 
compatible with the factor prices. If the 
coefficient of production is fixed, and 
one-half unit of factor A is “incorpor- 
ated” in (or absorbed by) each unit of 
finished goods, the quantity of A that is 
required is fixed by the quantity of fin- 
ished goods that is sold. If, on the con- 
trary, the coefficient of production is 
variable, and (for example) the amount 
of A which may be incorporated (in part 
as a substitute for other factors) in a 
unit of finished goods ranges between 0.4 
and 0.6, then, celeris paribus, the quan- 
tity of A required in this line of enter- 
prise is 50 per cent greater when the rate 
of input of A is 0.6 than when it is 0.4. 
Moreover, given a rate of input of 0.6 of 
A per unit of output of finished goods, the 
total requirement of A in the industry 
will be greater than it would be, given a 
rate of input of 0.4, so long as the demand 
(at market prices) for finished goods is 
greater, in the former case, than two- 
thirds the corresponding demand in the 
latter case. Of course, in any particular 
case, each factor whose rate of use may 
be freely varied will be used up to the 
point at which the value (in marginal 
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revenue terms) of the product of the 
marginal unit of input of this factor is 
equal to its price; and the quantity used 
of each factor will be determined, given 
its input per unit of output, by the rate 
at which output is disposed of.* 

We shall refer to any increase in the 
input of a productive factor (say land 
service) per unit of output as an increase 
attributable to a positive substitution ef- 
fect favorable to that factor. This posi- 
tive substitution effect must have its 
origin either in a decrease in the relative 
price of the productive factor whose in- 
put rate is augmented? or in a modifica- 


finished goods attributable to a drop in 
their price. The output-consumption ef- 
fect is negative when the price of fin- 
ished goods rises. Whether or not the in- 
troduction of monopolistic competition 
will augment the rate at which a given 
productive factor is used depends upon 
whether or not the combined influence 
of the substitution effect and the output- 
consumption effect is positive. 

Table 1 exemplifies matters of signifi- 
cance for the present discussion. It re- 
veals, for example, that, given unitary 
elasticity of demand for the products of 
an industry, investment in such industry 














TABLE 1 
PRICE, QUANTITY, SALES VALUE RELATIONSHIPS 
Demanp: ELASTICITY =1 Demanp: Exasticity <1 Demanp: Exasticity>t 
Price 

Quantity Sales Value Quantity Sales Value Quantity Sales Value 

ee 90,909 | $100,000 96,000 | $105,600 89,000 | $ 97,800 
ie wee 95,238 100,000 98, 100 103,500 94,500 99,025 
See 100,000 100,000 100,000 100,000 100, 000 100,000 
eee 105,252 100,000 102,000 96,900 107,000 101,650 
a III,111 100,000 104,000 93,600 116,000 104,400 























tion of the technical and/or organiza- 
tional circumstances governing the physi- 
cal combination of factors and their 
transmutation into finished goods. When 
an opposite set-of conditions gives rise 
to a negative substitution effect, input 
per unit of output of the adversely af- 
fected factor declines. We shall describe 
as a positive output-consumption effect 
any increase in the use of a productive 
factor (say land service) occasioned by 
an augmentation of the consumption of 


*See A. P. Lerner, The Economics of Conirol 
(New York: Macmillan Co., 1944), chap. ix. 


9 If the coefficient of production is fixed, a re- 
duction in the relative price of a factor of production 
will not increase its input per unit of output. This 
reduction will, however, reduce the unit cost and 
(probably) the selling price of the finished goods, and 
thus augment the rate at which the factor is used. 





remains constant in the face of price in- 
creases occasioned by the introduction of 
monopolistic competition; that, given 
infra-unitary elasticity of demand, in- 
vestment rises with price; and that, given 
supra-unitary elasticity of demand, in- 
vestment falls as price rises." For the 
sales value of output serves to measure 
the amount of investment in a monopo- 
listically competitive, as in a purely com- 
petitive, industry so long as profits are 
held at the competitive level through the 
pursuit, by existing firms, of an aggres- 
sive price policy, and through the entry 
of new firms;" and sales value behaves as 
t Elasticity is here intended in the arc sense. 


™ Cassels (op. cil., pp. 440-43) seems to have 
been the first to draw attention to the effect of 
monopolistic competition upon the amount of in- 
vestment and the number of firms in an industry. 











39° 


indicated. The relationships between 
price and sales value of output (= in- 
vestment in industry) are given in Ta- 
ble 1. It is there assumed that, even 
though the product of any given firm is 
differentiated from the product of each 
of its rivals, the products of all the firms 
composing an industry are sufficiently 
similar to permit one to conceive of a de- 
mand curve for the product of the in- 
dustry. 

Investment in an industry will in- 
crease, following the introduction of 
monopolistic competition, if the elastic- 
ity of demand for the industry’s product 
is less than unity; otherwise it will re- 
main constant or decrease. Suppose that 
the industry described in Table 1 is oper- 
ating under conditions of pure competi- 
tion and that each of its 100 firms is sup- 
plying 1,000 units of output at $1. Now 
suppose that conditions of monopolistic 
competition replace those of pure com- 
petition. The price at which goods are 
sold will necessarily increase. Suppose, 
for example, that because an aggressive 
price policy is pursued by each firm, price 
rises only to $1.05. Investment in the in- 
dustry remains unchanged at $100,000 if 
the elasticity of demand for the products 
of the industry is equal to unity; it falls 
to $99,025 if elasticity is more than unity, 
and it rises to $103,500 if elasticity is less 
than unity. Now suppose that the aggres- 
sive price policy gives place to a nonag- 
gressive price policy and that, conse- 
quently, equilibrium price rises from 
$1.05 to $1.10. Investment rises to $105,- 
600 if elasticity is less than unity; it falls 
to $97,800 when elasticity is greater than 
unity; and it remains unchanged at 
$100,000 when elasticity equals unity. 

For reasons noted below we may sup- 
pose that, in an industry conducted un- 
der conditions of monopolistic competi- 
tion, outlay for land service will at least 
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keep pace with total expenditure (i.e., 
investment) upon factors of production. 
If so, when pure competition gives place 
to monopolistic competition in industries 
the elasticity of demand for whose prod- 
uct is less than unity, the land-service re- 
quirement increases. But, in monopolisti- 
cally competitive industries with an elas- 
ticity of more than unity, the investment 
factor as such, being negative, operates 
to reduce the requirement of land service. 

The land-service requirement of a 
given monopolistically competitive in- 
dustry, however, is not governed solely 
by the quantity of investment therein; it 
is conditioned also by the qualitative 
composition of this investment. In par- 
ticular, it is determined by the number 
of firms composing the industry; and this 
number almost invariably is larger under 
conditions of monopolistic than under 
conditions of pure competition. 

It should be noted that the argument 
of this section turns on the definition of 
monopolistic competition. This term 
must be assigned substantially the mean- 
ing given it by Chamberlin. If it is de- 
fined to include oligopolistic situations, 
and these predominate, output, invest- 
ment, and the number of firms will be 
proportionately restricted, and there may 
be less land service required than under 
pure competition. If, on the contrary, 
monopolistic competition is defined to 
include, besides product and service dif- 
ferentiation as described in Chamberlin, 
price discrimination and product diversi- 
fication calculated to facilitate price dis- 
crimination, the scale of production of 
the typical firm will tend to be greater, 
and over-all unit cost and selling price 
will tend to be lower, than Chamberlin’s 
notion of monopolistic competition al- 
lows.” The outcome then would approach 


™See M. A. Copeland, “Competing Products 
and Monopolistic Competition,” Quarterly Journal 











much more closely that which would be 
realized under pure competition; whence 
it would be much less likely that the de- 
mand for land service would be greater 
than under pure competition. However, 
inasmuch as we have price discrimination 
and related product diversification as 
well as monopolistic competition, the 
actual demand for land service does not 
exceed the demand under pure competi- 
tion by as much as it would if monopolis- 
tic competition, as defined by Chamber- 
lin, were completely ascendant in all the 
economic areas with which this paper is 
primarily concerned. 

When pure competition gives place, 
ceteris paribus,"* to monopolistic compe- 
tition, as defined by Chamberlin, the 
firms composing an industry decrease in 
size but increase in number (see Table 2); 
and this increase is greater when the 
price policy pursued is nonaggressive 
than when it is aggressive. Suppose the 
industry described in Table 1 consists, 
in purely competitive equilibrium, of 100 
firms each producing 1,000 units of out- 
put at $1.00 apiece. Suppose, further, 
that the cost conditions ruling within 
each firm and within the industry are 
such that a firm can just cover all its ex- 
penses including normal profits if it sup- 


of Economics, LV (1940), 26-28, 33-34; also Lewis, 
op. cit., pp. 208-9, 215, 217. Among the other ele- 
ments which affect the size and number of retail 
shops, given freedom of entry, Lewis includes econo- 
mies of scale, the density of customer population 
and the manner in which it is distributed, the in- 
convenience or cost of distant shopping, the level 
at which maintained prices are fixed, and the 
elasticity of demand. The number of shops is too 
large because the average-size shop is too small. 
Shops approximate optimum size more closely in 
central than in suburban shopping centers. See ibid., 
PP. 205-9, 214-15, 230-31, 233. An increase in 
factor input per unit of output is significant for 
the present discussion, of course, only if it affects the 
input of land per unit of output or the total volume 
of output. 


3 For possible exception see next paragraph. 
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plies goo units at $1.05 or 800 units at 
$1.10."* Now assume that pure competi- 
tion gives way to a state of monopolistic 
competition involving an aggressive price 
policy and that, for the time being, price 
settles at $1.05. At this price, given a 
more than unitarily elastic demand (see 
Table 1, last two columns), 94,500 units 
will find purchasers, and each of the 100 
firms can sell 945 units which cost (with 
normal profit included in cost) less than 
$1.05 to produce; whence each firm en- 
joys an abnormally high return. This ab- 
normally high return attracts additional 


TABLE 2 


NUMBER OF FIRMS, GIVEN ELASTICITY OF 
DEMAND AND DEGREE OF 











COMPETITION* 
Degree of ~ nored pi Elas- 
Competition rice city icity | ticity 


=1 <1 | >: 





' 
Monopolistic,, non 
i 





aggressive....... $1.10| 114] 120] 113 
Monopolistic, ag- 

gressive......... 1.05 106 109 105 
Competitive.......] 1.00] 100 











100 | 100 





* The elasticities assumed are those given in Table 1 


firms, and new firms continue to enter the 
industry until equilibrium is established 
with 105 firms, each of which is supplying 
goo units and none of which is enjoying 
returns in excess of normal. Given an 
elasticity of demand of unity, equilibrium 
calls for approximately 106 firms, and, 
given an elasticity of demand of less than 
unity, more than 106 firms (109, if elas- 
ticity is as in column 6 in Table 1). If a 
nonaggressive price policy is pursued and 
price settles at $1.10, then in monopo- 

4 Cost is here used in the long-run normal sense 
employed by Chamberlin, op. cit., pp. 20 ff., 85 ff., 
139, 202ff., 216; it includes “normal profits” 
and rent. Possible differences regarding the meaning 
to be assigned to the term “normal profits” are not 
sufficiently marked to call for modification of the 


argument set down in the text above. Some of these 
points are considered in Sec. II. 
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listically competitive equilibrium each 
firm produces 800 units and the number 
of firms ranges between 113 and 120, 
given the elasticities of Table 1. 

The argument in the preceding para- 
graph is based upon the very tenable as- 
sumption that the substitution of mo- 
nopolistic for pure competition does not 
significantly intensify the drive for econ- 
omies of spatial concentration and of 
scale. But, as we note in Section II," the 
differentiation of products and services, 
together with their multiplication, is re- 
sponsible both for much of the clustering 
of unlike but complementary retail out- 
lets and for the associated secondary 
clustering of still other outlets; and this 
clustering, in turn, conduces to the in- 
troduction of economies of scale which 
usually operate to diminish the input of 
land service per unit of output. If prod- 
uct and service differentiation were chief- 
ly responsible for this tendency to clus- 
ter, to introduce economies of scale, and 
to save on the input of land service, it 
could be asserted that these effects large- 
ly countervail the firm-increasing and 
land-service-consuming influences of mo- 
nopolistic competition described in the 
preceding paragraph and in the following 
text. It is probable, however, that, even 
if there were little or no product and 
service differentiation, the sheer multi- 
plicity of products and services would 
nonetheless give rise to a tendency to 
cluster and to introduce economies of 
scale nearly as pronounced as the one 
which is presently assumed to exist. Our 
discussion in this essay is therefore based 
upon the assumption that differentiation 
per se exercises little independent influ- 
ence upon the tendency to cluster and to 
introduce economies of scale."* 


1s See n. 30 and accompanying text. 


**For purposes of discussion we are accepting 
Chamberlin’s distinction between a commodity 


If monopolistic competition replaces 
pure competition in an industry the de- 
mand for whose products is less than 
unitarily elastic, the amount of land re- 
quired in such industry will certainly in- 
crease, for both the amount of invest- 
ment and the number of firms will in- 
crease. This increase will be greater when 
price policy is nonaggressive than when 
it is aggressive. For example (see Table 1, 
columns 4 and 5, and Table 2), if equi- 
librium is established at a price of $1.10, 
investment will be 5.6 per cent greater, 
and the number of firms 20 per cent 
greater, than under conditions of com- 
petition with price at $1.00. The amount 
of land required in this industry under 
monopolistic competition should, there- 
fore, exceed by between 5.6 and 20 per 
cent the amount required under pure 
competition. Suppose, for example, that 
a unit of land service costs $10 and that 
under conditions of competition each 
firm uses 10 units, or 0.01 unit of Jand 
service per unit of output: the industry 
uses 1,000 units, or $10,000 worth, of 
land, and 10 per cent of the outlay for 
productive factors is expended upon 
land service. Now suppose that, with the 
introduction of monopolistic competition 
and the consequent decrease in the size 
of firm, land-service input per unit of 
output rises, because of the positive sub- 
stitution effect, from 0.01 to 0.011875: 
each firm will use 9.5 units, the industry 
of 120 firms will use 1,140 units, and $11,- 
400,"’ or 10.8 per cent, of the industry’s 
$105,600 outlay for productive factors, 
will go for land service. 

If monopolistic competition replaces 
pure competition in an industry the de- 
mand for whose products is unitarily 


as such and a differentiated type of a given com- 

modity. This distinction, of course, is arbitrary. 
7 For the present, it is assumed that the price 

(or cost) of land remains constant at $10 per unit. 
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elastic, the amount of land required will 
almost certainly increase. For, even 
though the outlay upon productive fac- 
tors in the industry remains constant, the 
number of firms increases. Accordingly, 
it is very probable that the total amount 
of land required in the industry will in- 
crease; for it is unlikely, in view of the 
tendency of monopolistic competition to 
alter the factor organization of the firm 
in favor of land service, that the amount 
of land used per firm will fall sufficiently 
to offset the increase in the number of 
firms. 

The introduction of monopolistic com- 
petition in industries the demand for 
whose products is more than unitarily 
elastic may push, but will not certainly 
push, the industry’s requirement of land 
service above what it was under pure 
competition. For, while a decline in in- 
vestment will result from the increase 
in price (see Table 1, column 7), and 
while this decline will operate per se to 
press down the requirement of land serv- 
ice, the consequent negative effect upon 
the use of land service will be offset large- 
ly, if not wholly, by the increase in the 
number of firms. In general, if the per- 
centage decline in the amount of land 
used per firm falls short of the percentage 
increase in the number of firms,” the 
total amount of land required in the in- 
dustry will increase. For example, if 
price settles at $1.05, the number of 
firms will increase by 5 per cent to 105, 
investment per firm will decline by 5.69 
per cent, and investment in the industry 
will diminish by 0.975 per cent. Yet, if at 
the same time the amount of land used 
per firm is reduced by only 4 per cent, the 
total amount required by the industry 
will increase by 0.8 per cent, and the out- 
lay for land will rise from 10 per cent of 


“ This statement is valid only if the percentage 
changes compared are very small. 
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total investment under pure competition 
to about 10.2 per cent. 

The argument advanced above is con- 
tingent, celeris paribus, upon the freedom 
of firms to enter the industry affected. 
For it is the influx of additional firms, at- 
tracted by the abnormally high profits 
which initially appear with the introduc- 
tion of monopolistic competition, that 
gives rise to the increase in the industry’s 
requirement of land service. If, in the 
face of the fact that abnormally high 
profits are being enjoyed by the firms 
composing an industry, entry is denied to 
all or to most new firms bent upon enter- 
ing this industry, both real investment 
and the number of firms will increase 
little or not at all; and the industry’s re- 
quirement of land service will remain be- 
low what it would have been, given pure 
or monopolistic competition. 

The argument advanced above turns 
largely upon the principle that, when 
monopolistic competition replaces pure 
competition, the manner in which pro- 
ductive factors may be rationally com- 
bined within the firm is altered in favor 
of land service. Expressed otherwise: A 
change in form is undergone by the iso- 
product curve (or product contour line, 
or isoquant)’* which connects every re- 
source combination (of land service and 
the productive factors used therewith) 
that yields a given constant amount of 
product. This curve loses some of that 

“‘curvedness” which signifies substituta- 
bility, albeit imperfect, between land and 
the factors used with land and takes on 
some of that “squareness” which signi- 
fies nonsubstitutability or fixity of pro- 
portions. The entrepreneur (or organiz- 
ing agent), therefore, is no longer as free 
as formerly under pure competition to 

19 See, e.g., S. Carlson, A Study on the Pure 
Theory of Production (London: P. S. King & Son, 
1939), pp. 18-28, or K. Boulding, Economic Analysis 
(New York: Harper & Bros., 1941), chap. xxiii. 
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substitute, in place of increments of land 
service, compensating increments of the 
complex of productive factors used joint- 
ly with land service; hence he finds it 
necessary, sooner than under pure com- 
petition, to increase his tota] input of 
land service if he would augment his 
total output of product. 

Because of the nature of the problem, 
it is difficult to substantiate factually the 
principle underlying our argument that 
the demand for land service is greater 
under monopolistic than under pure com- 
petition. The literature having to do 
with marketing and marketing experi- 
ence, however, appears to support the 
view that monopolistic competition in- 
troduces a substitution effect which is 
favorable to the use of land service and 
which is not offset by any associated ad- 
verse output-consumption effect. For, 
in the field of retail distribution” in par- 
ticular, monopolistic competition makes 
for few-storiedness rather than for many- 
storiedness™ in building structures. And 


2°On an average only about 3 per cent of the 
developed area of cities is devoted to commercial 
uses, ranging from 1.4 in satellite cities to 5.6 in 
very large cities. Percentages for other uses are: 
residence, 40; industrial, 7; railroad property, 4; 
streets, 30; parks and playgrounds, 6; other public 
uses, 6; semipublic uses, 4. Because only about 
3-5 per cent of the developed area of cities is 
required for commercial uses, and because in well- 
ordered communities this area can be expanded 
sufficiently at no significant increase in cost per 
unit of land, monopolistic competition ought not 
to push up the average price per unit of land service 
even though it increases the total amount required. 
For data on space requirements see H. S. Butten- 
heim, “Urban Land Policies,” in National Re- 
sources Committee report on Urban Planning and 
Land Policies, I1 (Washington: United States 
Government Printing Office, 1939), 260-61, 350-51. 
H. Bartholomew, Urban Land Uses (Cambridge: 
Harvard University Press, 1932). 


* The tendency for returns to diminish with the 
increase in the number of stories is much more pro- 
nounced in the field of distribution than in other 
fields of activity concentrated in business or com- 
mercial districts. Compare data given by P. N. 


few-storiedness makes for a less intensive 
use of site land, and for the combination 
with given amounts of land service of 
lesser amounts of the productive factors 
used jointly with land service, than does 
many-storiedness; it, therefore, makes 
for a higher input of land per unit of out- 
put than does many-storiedness. This ef- 
fect of few-storiedness, which is manifest 
when the factor land service is fluid 
and, therefore, freely variable, may be 
strengthened on balance by the fact that 
in practice inputs of land service do not 
usually come in the sizes preferred by 
purchasers of land service. 

To illustrate: When a new retail out- 
let, brought into being by the existence 
of abnormally high profits, enters a sec- 
tion of the field of retail distribution, it 
does not, as a rule, locate in the upper 
reaches of a many-storied building whose 
lower reaches are already occupied by 
similar or dissimilar retail outlets; at the 
least, it will locate in the lower reaches of 
a many-storied building devoted pre- 
dominantly to nonretail (e.g., profession- 
al) activities. It is most likely, however, 
that the new retail outlet will prefer a 
ground-floor location,’; and that it will 
have to seek such a location in a few- 
storied building devoted largely, if not 
wholly, to its own pectliar activities. Of 
this locational tendejcy the smaller 
cities and towns offer many, and espe- 
cially obvious, examples. 

It may be objected, of course, that a 
number of retail outlets, each specialized 
somewhat after the manner of a depart- 


Nystrom (The Economics of Retailing [New York 
Ronald Press, 1919], pp. 208-9) with data given 
by W. C. Clark and J. L. Kingston (The Skyscraper 
[New York: American Institute of Steel Construc- 
tion, 1930], p. 40). 

= Of course, if the new retail outlet plans to 
engage in certain questionable or illegitimate activi- 
ties, it may prefer the comparative shelter of an 
upper-story location. 
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ment in a typical department store, may 
be assembled, as are the departments of 
a department store, in one many-storied 
building; and that by this organizational 
means land service may be economized 
and the input of land service per unit of 
output may be held down in the neigh- 
borhood of the purely competitive level. 
An answer to this objection is that the 
plan suggested, although suited to con- 
serve the use of land service, is seldom 
translated into action. But this answer is 
not wholly adequate, for the same end is 
accomplished in part when retail outlets 
diversify the products and the varieties 
of given products which they carry, to- 
gether with the prices at which they offer 
somewhat similar products and varieties; 
because, when this is done, the scale and 
the efficiency of production rise, while 
the level of selling costs and prices tends 
downward. Action of this sort is not com- 
mon enough, however, to render unten- 
able the conclusion of the preceding para- 
graph. 

In this section it has been demonstrat- 
ed that monopolistic competition tends 
to increase the amount of land required 
for the conduct of commercial and related 
activities. Given the degree of aggressive- 
ness of price policy, this tendency is 
strongest when the demand for the prod- 
ucts of these urban economic activities is 
less than unitarily elastic and weakest 
when it is more than unitarily elastic. 
And given the degree of elasticity of de- 
mand, this tendency is stronger when the 
price policy pursued is nonaggressive 
than when it is aggressive; for in the 
former case, the elimination of the excess 
profit initially emerging with the intro- 
duction of the condition of monopolistic 
competition is accomplished in greater 
measure by the influx of new firms. What 
has been said relates to the amount of 
land in the form of sites on which urban 
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economic activities are carried out. 
Within limits, however, because there is 
a complementary, albeit not invariant, 
relation between the amount of land in 
site form and the amount of land in sup- 
plementary forms (e.g., streets, etc.), an 
increase in the requirement of urban land 
for site purposes serves to increase the 
requirement of urban land for supple- 
mentary purposes. Unless commercial 
land service is forthcoming under condi- 
tions of a constant supply price, the in- 
crease in the demand for this service aug- 
ments its price. 


II. MONOPOLISTIC COMPETITION AND THE 
STRUCTURE OF THE DEMAND FOR 
COMMERCIAL LAND SERVICE 


In this section we consider the manner 
in which the demand for and the use of 
urban land service are affected by mo- 
nopolistic competition and the introduc- 
tion of economies of spatial concentra- 
tion and scale. We elaborate and rein- 
force the argument presented in Section 
I; and we show that the price of urban 
land service tends to be too high because 
the surpluses brought into being by the 
introduction of economies of spatial con- 
centration and scale are shunted into the 
hands of landlords instead of into the 
hands of entrepreneurs and consumers. 

We present our argument in five 
groups of cases which are summarized in 
Table 3 and represented in part in Charts 
A-C. For the sake of convenience, linear 
cost, demand, and revenue curves are 
used. The formulas for these curves are 
given in the text. 

Four classes of productive agents, 
numbered 1-4, are employed throughout. 
Only the input of agent 1 (i.e., variable) 
is varied from case to case within a case- 
group; the inputs of agents 2 (i.e., man- 
agement or enterprise), 3 (i.e., fluid non- 
land), and 4 (i.e., land service) are con- 








396 


tinued at fixed rates. In the purely com- 
petitive cases (i.e., the [a] cases in Table 
3), each agent is used up to the point 
where it yields a product just equal in 
value (in average [= marginal] revenue 
terms) to the price commanded by such 
agent in the purely competitive market. 
In the monopolistically competitive cases 
(i.e., the [d] and [c] cases in Table 3), only 
the variable agent 1 is used up to the 
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competitive supply price (or alternative 
use value) of agent 4, or land service, is 
3; but its actual return, or price, reflects 
the particular conditions of purchase as- 
sumed. 

In Group I we include three of the four 
principal market-equilibrium situations 
accessible to a representative retail out- 
let situated where economies of spatial 
concentration and of scale are not in ef- 











TABLE 3 
SUMMARY OF CASE Groups I-III,* 

tit Marginal | Marginal Land 
Case Equilibrium ae Wy | Price Unit Unit Excess | Excess | Input per 
Group Situation ’ ~y (p) Cost Revenue Profit Rent Unit 
(¢) (r) Output 

(a) Dr Cr (px) 61.25 43.60 43.60 31.35 ° ° 1.63 

I (b) Rx Cr (pa) 44.25 47.00 38.15 38.15 105 ° 2.26 
(c) Rte Cr (p;) 50.00 44.00 40.00 40.00 ° ° 2.00 

(a) Du, Cu {Py 71.25 43.60 43.60 29.35 ° 436 1.40 

II, (6) Ru. Cn (p,) 53.60 47.13 36.40 36.40 125 436 1.87 
(c) Rine Cu (p;) 60.00 44.03 39.01 39.01 ° 436 1.67 

(a) Du. Cu (p4) 54.21 36.64 36.64 28.51 ° ° 1.84 

TI, | (6) Ru, Cua (fs) | 42.73 | 38.36 | 31-95 31.95 46 ° 2.34 
(c) Rime Cu (Ps) | 46.00 36.94 33-29 33-29 ° ° 2.17 

(a) Du. Cm (px) | 130.00 31.85 31.85 5.85 ° 700 1.08 

ITI, (6) Ru. Cor (f2) | 85.44 40.76 23.67 23.67 580 700 1.64 
(c) Rime Cu (~;) | 90.00 | 33.48 24.51 24.51 ° 700 1.56 

(a) Dm. Cm (~,) | 96.26 25.66 25.66 11.22 ° ° 1.45 

Ill, (6) Rm. Cm (5) | 66.40 30.14 20.18 20.18 215 ° 2.11 
(c) Rune Cm ($6) | 70.00 26.56 20.84 20.84 ° ° 2.00 





























* Formulas for Group I curves are given in n. 24; II, in n. 33; Il, in n. 42; IIL, in n. 47; IL in n. 48. 


point where it yields a product just equal 
in value (in marginal [< average] rev- 
enue terms) to the agent’s purely com- 
petitive market price; the remaining 
agents are underutilized and overpaid in 
terms of their imputed products. The 
supply prices of agents 1 and 3 are sup- 
posed constant at 10 and 2, respectively. 
The supply price of agent 2, or manage- 
ment, is 1; but its return temporarily 
moves above this level under conditions 
of short-run monopolistically competi- 
tive equilibrium (see [b] cases in Table 3). 
The economically appropriate, purely 


fect. Case I(a) represents the purely com- 
petitive equilibrium situation. One hun- 
dred units each of agents 2-4 are com- 
bined with 207 units of agent 1 to supply 
61.25 units of retail service (i.e., output) 
at a price (= marginal unit cost) of 
43.6.5 If this representative retail firm 
*3 It is supposed that a firm is supplying retail 
service under conditions of pure competition s0 
long as it maintains the production and supply of 
this service at the level where marginal unit cost 
and demand price (or average revenue) are equal. 
It is supposed, unless otherwise indicated, that each 
firm obtains productive agents of given quality at 
a constant supply price, and that the demand for 
each firm’s product is less than infinitely elastic. 
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now determines to operate in accordance 
with the rules of monopolistic competi- 
tion, it will restrict its input of variable 
agent 1 to 137.5, reduce its output to 
44.25 units, and sell each unit at 47. (See 
Case[6]; and Chart A, where price moves 
from p, to p,.) In consequence a 105-unit 
excess profit (or return to management) 
emerges. Whence additional retail out- 
lets, attracted by the prospect of excess 
profit, enter the line of retail distribution 
under consideration. As a result, the in- 
dividual demand curve for the retail 
services of each retail outlet falls and be- 
comes more elastic (i.e., D,, replaces D,; 
see ~; in Chart A and in Group I in 
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Table 3), output per firm rises, selling 
price falls, and excess profit (or return to 
management) is eliminated. This final 
longer-run monopolistic equilibrium ap- 
pears as Case I(c) in Group I in Table 
os 

Case I(c) is not identical with Cham- 
berlin’s final monopolistically competi- 
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tive equilibrium situation. For, although 
the productive agents receive only the 
purely competitive rates of return and 
excess profit is at the zero level in both 
situations, the productive agents are not 
combined with the same efficiency in 





PRICE AND 
MARGINAL COST 























32 64 


QUANTITY PRODUCED 











Case I(c) as in the final Chamberlin 
case.** In Case I(c), 100 units each of 


% The formulas for the marginal unit-cost, the 
demand, and the marginal unit-revenue curves in- 
cluded in Group I follow: 


*5In all cases of monopolistic competition, of 
course, too little of the variable agent is combined 
with the fixed agents, the fixed agents are under- 
utilized, and the variable agent must be exploited 
(i.e., underpaid in relation to the market value of its 
product) in order that the fixed agents may be re- 
munerated at competitive rates and that the enter- 
prise (or management) factor may obtain an exces- 
sive rate of return. For example: In Case I(a) the 
competitive supply prices (or rates of remunera- 
tion) of agents 1, 2, 3, and 4 are, respectively, 10, 1, 
2, and 3. The marginal physical product per unit 
of agents 1, 2, 3, and 4 are, respectively, 0.2293578, 
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agents 2-4 are combined with 160 units 
of agent 1; and agents 2-4 are still used 
somewhat less efficiently than in the 
final Chamberlin case. But, when agents 
1-4 are finally combined in the most effi- 
cient and economical proportions com- 
patible with monopolistic competition 
and the absence of excess profit, Case 
I(c) becomes identical with the final 
Chamberlin case. If we included it in our 
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upon Case (c) need not be substantially 
altered. 

Comparison of Case I(c) with Case 
I(a) indicates that more land will almost 
certainly be required by the retail indus- 
try if it operates under the given condi- 
tions of monopolistic competition than 
if it operates under conditions of pure 
competition. Suppose that after the in- 
dustry has been operating under Case 
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series, it would appear as Case I(d). Al- 
though final selling price is lower, and the 
input of land service per unit of output 
is less, in any Case (d) than in the corre- 
sponding Case (c), conclusions based 





0.0229358, 0.0458716, and 0.0688073. With 207 
units of agent 1,100 units each of agents 2-4 are 
combined to produce an output of 61.25 at a selling 
price (= marginal cost) of 43.6. In Case I(6) only 
137.5 units of agent 1 are combined with 100 units 
each of agents 2-4 to produce 44.25 units of out- 
put at a marginal cost of 38.15 and for sale at a 
price of 47. The marginal physical product per unit 
of agents 1, 2, 3, and 4 becomes, respectively, 
0.262123, 0.01367662, 0.02935324, and 0.041029085. 
In Case I(b), therefore, agents 2-4 are used only 


I(c) conditions, Case I(a@) conditions 
are restored. Selling price will fall about 
1 per cent, while the input of land service 





about 0.6 as productively as in Case I(a). At the 
supra-competitive price of 47, the 8.21 units imput- 
able,in Case I(5), to agents 2-4 are worth only 386. 
But, in this same case, the 100 units each of agents 
3 and 4 receive in combination the competitive 
return of 500, while the 100 units of agent 2 receive 
the competitive return of 100 plus an excess profit 
of 105. This 319-unit shortage (i.e., 705 — 386 = 319) 
is made up by paying to the 137.5 units of agent 1, 
for their 36.0445 units of output, 319 units less than 
they are worth at a selling price of 47 (i.e., 36.0445 
[47 — 38.15] = 319). In Case I(c), agent 1 is ex- 
ploited less than in Case I(b), while agents 2-4 are 
more fully utilized. 
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per unit of output will decline about 18 
per cent. It is most unlikely that the 1 per 
cent decrease in selling price will induce 
the more than 22.5 per cent increase in 
the total consumption of retail service 
that must take place if more land service 
is to be utilized under Case I(a) than 
under Case I(c) conditions. It is true, as 
a rule, when monopolistic competition 
gives place to pure competition, that 
over-all cost and selling price per unit of 
output fall by more than the diminution 
in the cost of land service per unit of out- 
put. Notwithstanding, an industry’s ag- 
gregate requirement of land service will 
increase as a result of such a decline in 
selling price only if the elasticity of de- 
mand for the industry’s output of fin- 
ished product is sufficiently great to off- 
set the fact that outlay for land service 
usually is relatively small in relation to 
total cost.” 


The most important of the cases dis- 
cussed in this section are those included 
in Groups IT,-I1,; for the cases in Group 


* Required elasticity varies inversely with the 
magnitude of the fraction of total cost per unit of 
output that consists of outlay for land service. Sup- 
pose that, under monopolistic competition, 100,000 
units of output are demanded at the monopolisti- 
cally competitive equilibrium price (= cost) of 
$1.00, and that 1.3 units of land (priced at ro cents 
per unit) are utilized per unit of output: 130,000 
units of land are required, and land cost per unit is 
13 cents. Now suppose that pure competition re- 
places monopolistic competition; that in conse- 
quence land input per unit of output declines from 
1.3 to 1.0, and land cost per unit of output by 3 
cents; and that selling price (= cost) declines 5 
cents (i.e., 3 cents because of the saving on land 
and 2 cents because of other economies or improve- 
ments in factor utilization). If demand is only uni- 
tarily elastic through the relevant range and, at a 
price of 95 cents, only 105,263 units are sold, the 
industry’s land requirement will be only 105,263, 
or 24,737 less than under monopolistic competition. 
Only if more than 130,000 finished units are de- 
manded at gs cents will the industry’s land require- 
ment under pure competition exceed that under 
monopolistic competition; and a demand of 130,000 
indicates an elasticity, in arc terms, of about s. 
See n. 55, below. 
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I pose no real problem, while those in 
Groups III,-III, resemble somewhat 
those in Groups II,-II,. The cases that 
make up Groups II,-II, are designed to 
illustrate the influence exercised upon 
the pricing and the use of land service by 
economies of spatial concentration as dis- 
tinguished from economies of scale. Oc- 
casionally, in our discussion of these and 
other cases, we shall treat land service as 
if it were quite divisible. Actually, urban 
land service of the sort here under con- 
sideration frequently is available in 
lumps which are either too small or too 
large to permit the nice adjustments that 
correct factor allocation requires. The in- 
put of land service per unit of output is 
conditioned, therefore, by the magnitude 
of the lumps in which it is available. 

Economies of locational or spatial con- 
centration appear to constitute the prin- 
cipal species of that genus of economies 
commonly labeled as “‘external econo- 
mies.” These economies of spatial con- 
centration arise when a number of unlike 
but essentially complementary economic 
activities are carried on in the vicinity of 
one another—that is, when a number of 
unlike but complementary’ establish- 
ments settle in appropriate proximity to 
one another and thus bring into being a 
complex of firms whose collective capac- 
ity to perform, qua members of the com- 
plex, is appreciably in excess of the sum 
of their separate capacities to perform 

27 Complementary is here used in its economic 
sense. In some instances complementarity arises 
out of physical and technical interconnections (e.g., 
in the field of production). In other instances com- 
plementarity arises out of essentially nonphysical, 
or psychological, interconnections that have been 
formed primarily by the cultural milieu (e.g., the 
manner in which consumer tastes are conjoined, 
together with the manner in which taste-satisfying 
forms of behavior are associated, is shaped by 
variable cultural, much more than by compara- 
tively invariable physical circumstances). The 
latter type of complementarity is significant in the 
field of distribution or marketing. 
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qua individuals. We call the consequent 
savings in resources economies of spatial 
concentration because they emerge only 
when essentially complementary eco- 
nomic activities are appropriately con- 
centrated in geographic space, and be- 
cause they do not flow from the same 
source as do economies of scale. 

In the field of manufactures more than 
in most other fields these economies of 
spatial concentration have been noted, 
presumably because the complementary 
relationships which persist between given 
manufactories and other manufactories, 
and between given manufactories and 
various nonmanufacturing branches of 
the economy, are readily recognized. It 
is to the manufacturers’ desire to share 
in these economies, for example, that one 
must attribute the powerful tendency on 
the part of manufacturing and related 
economic activities to become highly 
concentrated in geographical space and 
to remain so.”* In the field of retail dis- 
tribution and service trades, with which 
we are more immediately concerned in 
the present study, these same economies 
of spatial concentration are also to be 
found. A given amount of retail service, 
for example, can be supplied at lower pri- 
vate and social net cost at a location 
proximate to dissimilar but complemen- 
tary retail or service outlets than at a 
location not so favorably situated. There 
is a pronounced tendency, consequently, 
for many of these essentially nonindus- 
trial economic activities to be concen- 
trated not merely in urban communities 
as such but in especially appropriate 


8 E.g., see my “Regional Differences and the Fu- 
ture of Manufacturing in America,” Southern 
Economic Journal, VII (1941), 475-93; A. Lésch, 
Die réumliche Ordnung der Wirtschaft (Jena: Gustav 
Fischer, 1940); W. D. Forsyth, The Myth of Open 
Spaces (Melbourne: Melbourne University Press, 
1942); H. Neisser, “Economic Possibilities in the 
Mountain Regions,” Social Research, XII (1945), 
456-63. 


areas situated within such communities 
—in areas, that is, which, although not 
initially very appropriate per se, have 
been made appropriate through the ac- 
cidental or the planned constellation of 
complementary nonindustrial economic 
activities. 

Economies of spatial concentration 
must, of course, be examined in terms of 
net and not of gross. For, asa rule, certain 
diseconomies also are associated with the 
concentration of economic activities in 
geographic space; and these must be 
charged off against the gross advantages 
derived from such concentration. More- 
over, it may be said, in respect to the 
category of economies we have just been 
discussing, that they merely recapture 
some of the wastes attendant upon prod- 
uct and service differentiation rather than 
that they free productive agents for the 
creation of additional real income; for the 
tendency on the part of retail outlets, in 
search of economies of spatial concentra- 
tion, to cluster is attributable, in some 
measure, to product and service differen- 
tiation, which is wasteful from the social 
point of view.” To this allegation several 
types of reply may be made. Differentia- 
tion per se probably does not much in- 
tensify the tendency to cluster in search 
of locational economies, which issues out 
of the mere multiplicity and complemen- 
tarity of commodities and services.*° To 
recover waste is to effect economy from 
the social point of view. Finally, for the 
purposes of the present discussion, it is 


*On this point of waste see Cassels, of. cit., 
PP. 436-39. 

3° “Tt is obviously for the convenience of buyers 
that different products be sold in proximity to each 
other, and herein lies the explanation of most of the 
concentration actually found in retail trading,” 
whether in the form of a shop offering a variety of 
merchandise or in the form of a “shopping district,” 
Chamberlin writes; but he includes under the head 
of “different” products both distinct products and 
varieties of given products. See op. cit., pp. 210-11. 
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important only that spatial concentra- 
tion both alters the economic character 
of urban land and makes for increased 
economy in its use. In the present paper 
we shall assume, for the sake of simplic- 
ity, that the economies of spatial con- 
centration indicated are met and not 
gross. 

Economic behavior and price patterns 
are conditioned by the costs, implicit and 
explicit, incident upon individuals. It is 
necessary, therefore, to attend to the in- 
cidence of the diseconomies of spatial 
concentration. In general, when these 
diseconomies are not incident upon the 
same individuals and firms as enjoy the 
fruits of the economies of spatial con- 
centration, the uses to which certain pro- 
ductive factors such as urban land service 
are put, and the prices commanded by 
these factors, tend to be otherwise than 
they would be if both the economies and 
the diseconomies of spatial concentration 
were incident upon the firms which origi- 
nate both and are responsible for both. 

Our discussion is not intended to im- 
ply that the search for economies of spa- 
tial concentration is the sole reason why 
retail and analogous outlets tend to clus- 
ter. When, for whatever reason, popula- 
tion and outlets are already clustered, 
there is a tendency, within limits, for 
further and essentially secondary clus- 
tering to take place in the neighborhood 
of primary clusters. For example, if an 
ideal constellation such as we describe in 
the following has established itself in an 
area, still other firms similar to those al- 
ready in the constellation will locate near 
it when there is a prospect of supra-nor- 
mal profits or when the social costs of 
spatial concentration are not wholly in- 
cident upon the firms responsible for 
this concentration. It is to be noted that 
while quite similar firms may be clustered 
together under circumstances of the sort 
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just indicated, the condition generating 
this tendency to cluster is not the simi- 
larity or the sameness but the different- 
ness and the complementarity of the goods 
and services offered for sale; for, when 
the buyers are uniformly distributed and 
there are more than two sellers of the 
same commodity, they tend to disperse 
rather than to concentrate.* Again, if as 
is almost invariably the case, institution- 
al and legal and physical barriers* re- 
strict the freedom of firms, as individuals 
or as members of complexes, to settle 
where it is individually and/or socially 
most advantageous that they do settle, 
clustering will proceed beyond the point 
where it would pay, given greater free- 
dom of location. Or if, as is usually the 
case, buyers are not costlessly mobile, 
and the municipal transportation system 
channelizes the intra-urban movements 


3* See Chamberlin’s discussion of this point, of. 
cit., pp. 208-10; but see also Copeland’s discussion, 
op. cit., pp. 2-12, 22-24. 

32 These barriers are largely the product of the 
past history of the community—of the commit- 
ments, explicit and implicit, witting and unwitting, 
which given past actions and policies imposed on 
what then was the future but now has become the 
present. One might almost say that in urban pat- 
terning there is an orthogenetic drift, usually more 
pernicious than conducive to the general welfare. 
On this influence of past history and related mat- 
ters, the writings of Homer Hoyt on urban land 
problems and the literature on urban ecology are 
illuminating. In general, barriers evolve and fiexi- 
bility in urban structure and pattern is converted in- 
to inflexibility, with the result that freedom to locate, 
qua individual or qua member of a group, is more 
and more circumscribed. Freedom to locate in the 
manner consistent with the longer-run economic 
maximization of urban resource yields presupposes 
either: (a) that the future having been accurately 
foreseen, this freedom is won through doing at all 
times the very things which this foreknowledge 
indicates must be done; or (b) that the urban struc- 
ture is kept very flexible, even at the expense of 
those temporary gains which diminution in flexi- 
bility brings. In practice, of course, this freedom 
can best be achieved through a happy combination 
of policies (¢) and (6). On the matter of flexibility 
see L. Mumford, The Culture of Cities (New York: 
Harcourt, Brace & Co., 1938). 
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of the population, retail sites along or in 
the vicinity of these channels tend to be 
favored. 

Let us now suppose that the purely 
competitive firm whose operations were 
summarized in Case I(a) is set down, to- 
gether with, say, 24 establishments iden- 
tical in size, at its original or at a new 
site, and that these 25 firms engage in 
complementary economic activities (e.g., 
various types of retailing, servicing, etc.) 
under circumstances that cause the su- 
perior power of performance imputable 
to economies of spatial concentration to 
emerge. Let Case (a) in Group II, repre- 
sent the operations of each of these 25 
firms under conditions of pure competi- 
tion. Although each firm employs the 
same quantities of productive agents 
1-4 as it did in Case I(a), it now can sup- 
ply 71.25 units of output at a price (= 
marginal cost) of 43.6; for, because of the 
proximity of the 24 complementary es- 
tablishments, the individual demand 
curve Dnt, of each firm is higher than it 
was under Case I(a) conditions, while its 
marginal cost curve Cir is lower.33 Each 
of the 25 firms operating under Case 
II,(@) conditions produces 10 more units 
of output and, so long as selling price re- 
mains at the 43.6 level, 436 more units of 
value than it did under Case I(a) condi- 
tions. Moreover, since each firm is oper- 
ating under conditions of pure competi- 
tion, it will carry its employment of pro- 
ductive agents 1-4 to the point where the 
respective values of the marginal prod- 
ucts of these agents are equal to their 
purely competitive supply prices. For 
agents 1-3 these supply prices continue, 

33 The formulas for the marginal unit-cost, the 
demand, and the marginal unit-revenue curves in- 


cluded in Group II, are: 


Cir :¢ = 14.50526 + 0. 4083472 
Din : p = 57.85 — 0.2% 

Rin : 7 = 57.85 — 0.4% 

Die : $ = 49.056 — 0.083752 
Rite : fF = 49.056 — 0.16752 


Compare Cu with C1, and Dn, with Dr. 


as in Case I(a), at levels 10, 1, and 2; the 
appropriate price for agent 4 remains to 
be determined. 

What constitutes an economically ap- 
propriate price for land service under 
Group II,-II, conditions depends upon 
how the surplus imputable to economies 
of spatial concentration—i.e., the 10 
units of output worth 436 units of value 
at a price of 43.6—is distributed. This 
436-unit surplus is the measure of the 
firm’s contribution to the aggregate (say 
25 X 436 = 10,900) of the economies of 
spatial concentration brought into being 
by the establishment of the complex of 
25 complementary firms. This 436-unit 
surplus, therefore, belongs initially to the 
management of the firm.34 Ultimately it 


34In accordance with our simplifying assump- 
tion, the 436 units represent a net increase. In any 
actual situation, however, the spatial concentration 
giving rise to this 436-unit saving in outlay would 
give rise also to costs (e.g., of congestion, etc.) and 
to cost reductions (diminution of congestion else- 
where, etc.) not included in Case II, (a). According- 
ingly, if one were estimating the net effect of this 
spatial concentration from the community point of 
view, one would have to consolidate with the 436 
the algebraic sum of the cost increases and cost re- 
ductions not included in Case IT, (a). If these other 
cost increases and reductions aggregated — 136, the 
correct net sum of the economies of spatial con- 
centration available for distribution would be 300. 
The net actual amount available for distribution to 
its claimants (either agents 2 and/or 4, or the con- 
sumers, or both) may exceed 300, however. This 
happens when the net sum of 136 units of disecono- 
mies is not charged, as it would be given appropriate 
social cost accounting and allocation, to those who 
claim the gross amount of 436. In these circumstances 
the 136 units of cost are borne by others situated 
elsewhere in the economy whose net income from 
the sale of their own services is correspondingly re- 
duced. On the problem of private and communal cost 
accounting involved see A. C. Pigou, Economics of 
Welfare (4th ed.; London: Macmillan Co., 1932), 
pp. 172-203; F. Knight, Ethics of Competition (New 
York, Harper & Bros., 1935), pp. 217-36; and M. 
A. Copeland, “Communities of Economic Interest 
and the Price System,” in R. G. Tugwell, The Trend 
of Economics (New York: Alfred A. Knopf, 1924), 
pp. 105-52. See also J. Robinson, of. cit., chaps. 
viii-xii; H. S. Ellis and W. Fellner, “External 
Economies and Diseconomies,”’ American Economic 
Review,XXXIII (1943), 483-511. 
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will be distributed either to productive 
agent 4 (i.e., to land service) or to the 
consumers of the firm’s product or to 
both; but it will not finally be distrib- 
uted, under conditions of pure competi- 
tion, to agents 1-3, for the supply of each 
of these is assumed to be perfectly elastic 
(to the firm) at the supply prices (i.e., 10, 
1, and 2) given. 

Let us suppose that each of our 25 in- 
dividual firms, foreseeing that a complex 
of 25 firms is going to be established and 
anticipating correctly the aggregate and 
the individual economies which will 
emerge as a result, competes unrestrict- 
edly and as an individual with many 
other equally foreseeing firms for the op- 
portunity to obtain one twenty-fifth of 
this prospective aggregate surplus of 
10,900 units. On this assumption the 
economically appropriate price for land 
service will appear to be 7.36 per unit; 
and the entrepreneurial management 
factor of each of the 25 firms will be un- 
der competitive compulsion to pay 736 
units of value to the owners of each 100 
of the 2,500 units of land service required 
by the complex of 25 firms. Of these 736 
units, 300 represent the alternative-use 
value of 100 units of land service (see 
Case I[a]), and 436 represent the surplus 
arising out of the economies of spatial 
concentration brought into being by the 
firm’s participation in the economy-pro- 
ducing 25-firm complex. If land service 
is priced at 7.36 per unit, and agents 1-3 
are priced as in Case I(a), and each pro- 
ductive agent is employed up to the 
point where its supply price and the 
market value of its produce coincide, we 
have Case II,(a) conditions (see Table 
3). Moreover, because the owners of the 
100 units of land service receive 736 units 
instead of 300 units for their use, the 100 
units of land service appear to be respon- 
sible for the production of about 16.89 
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instead of about 6.88 units of output, and 


' the inflated price of 7.36 per unit of land 


service takes on the coloration of the 
economically appropriate and becomes 
wedged in the price structure. Asa result, 
it becomes extremely difficult, if not eco- 
nomically impossible, for the entrepre- 
neurial employers of land service to ob- 
tain it at its appropriate price of 3 per 
unit, to reduce the price per unit of the 
finished product below 43.6, and to ex- 
pand its consumption and production.* 

Case II,() is the short-run, monopo- 
listically competitive correspondent of 
Case II,(a), which rests, as has been 
shown, upon a supply price of 7.36 per 
unit for land service; Case II,(d) is neces- 
sarily transitory, however, giving place 
to Case II,(c). For the excess profit, or 
return to management (see Case II,[6] in 
Table 3), stimulates the establishment of 
complexes of complementary firms sim- 
ilar to those here under consideration. In 
consequence the demand curve for the 
product of each individual firm falls and 
becomes more elastic, with the result that 
finally all excess profit is eliminated.** In 
terms of Chart B, the demand curve 
Dy, (together with its correspondent 
marginal unit-revenue curve) is replaced 
by the demand curve Dy,, (together with 
its marginal unit-revenue curve); and 

38 This question is discussed below in conjunc- 
tion with Case II,(a). 

36 The analysis in this paragraph is based on the 
unreal assumption that only 1 firm in the complex 
of 25 firms goes over to monopolistic competition 
and that the others behave as in Case II, (a). If all 
go over to monopolistic competition, the situation of 
each firm in the complex is altered and the com- 
parative position of firms operating under Case I(a) 
and I(c) conditions is improved since competition 
from the complexes is abated. Specifically, the posi- 
tion of curves Dy, and Cy is contingent upon each 
of the 25 complementary firms acting according to 
the rules of pure competition. If, now, each acts 
according to the rules of monopolistic competition, 
the curve of demand (i.e., Dy,) for the product 
of each firm will shift downward, while its cost 
curve (Cy) will shift upward. 
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price, which with the advent of Case 
II,(5) conditions rose from p, to p., de- 
clines from p, to p,.37 

Let us convert Case II,(a) into Case 
II,(a@). Let us suppose that the conditions 
of land purchase are modified and that 
the 25 firms act as a single purchaser con- 
tracting for the use of the 2,500 units of 
land service—1oo units to a firm. Each 
firm will pay for its 100 units of land serv- 
ice only the 300 value units which repre- 
sent their purely competitive- and al- 
ternative-use value as postulated in the 
Group I cases.3* If each firm now com- 
bines with its 100 units of land service 
the same quantities of agents 1-3 as it 
employed in Cases I(a) and II,(a), the 
436-unit surplus, which in Case II,(a) 
flowed to the suppliers of land service, 
must pass instead into the hands of man- 
agement. There it will continue to flow 
for the time being, since management as 
yet is under no compulsion to distribute 
this surplus to other productive agents or 
to the consumers.** The return to man- 


37 The marginal unit-revenue curves correspond- 
ent to the demand curves given in Charts A, B, 
and C have been omitted in order that cluttering 
may be avoided. The relevant equilibrium prices 
have been located on the demand curves, while 
their actual values are reported in Tabic 3. For 
the location of the formulas of the cost, demand, and 
revenue curves see the note to Table 3. 


38 We are here supposing that the postulated 
alternative-use value of 100 units of land—that is, 
300—is not affected by variations in the amount of 
land service used by the branches of the economy 
of which the firms in our complex are representative 
components. This postulate we later reject. And 
when we reject it, we find that economies in the use 
of land service which flow out of spatial concentration 
and augmentation of sale operate directly and in- 
directly (i.e., by reducing the sales volume of firms 
operating under conditions of Case I[a]) to reduce 
the total demand for land and, therefore, to de- 
press the price per unit of land service below 3. 
See below, n. 52 and text. 


39 Since we assume a perfectly elastic supply of 
agent 1 at the supply price of 10, we may not assume 
that this surplus can be appropriated by, or will 
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agement, therefore, rises above the as- 
sumed competitive level of 1 per unit. 
Under the assumed conditions of free 
competition, management cannot con- 
tinue permanently to receive this excess 
or surplus return. Ultimately it is des- 
tined to pass to the consumer in the form 
of lower prices. Other entrepreneurs, ani- 
mated by the prospect of such excessive 
returns as are being enjoyed by the firms 
composing the 25-firm complex, estab- 
lish additional like complexes that are 
equally suited to cause like economies 
of spatial concentration to emerge.‘ 
In consequence, individual-firm demand 
curves fall and become more elastic; and 
selling price declines until all excess prof- 
it has been eliminated and the surplus 
has been transferred to the consumer 
through price reductions. Case II,(c) 
(see Table 3) represents final equilibrium 
under the factor-price conditions as- 
sumed. Each firm now supplies 54.21 
units of output at a price (= marginal 
unit cost) of 36.64; and both excess profit 
and excess rent are at the zero level.“ In 
terms of Chart B, individual-firm de- 
mand curve Dn, replaces individual-firm 
demand curve Dy, and intersects margin- 


be distributed to, the suppliers of agent 1. This 
proposition holds in the long run also for agents 
2 and 3. 

4° When the buyers are uniformly distributed and 
the sellers are free to locate as they prefer, the com- 
plexes, if there are more than two, will not concen- 
trate at one point but will disperse as do competing 


sellers. See Chamberlin’s analysis, op. cét., pp. 
208-11. See also Lewis, op. cit., pp. 213-15. 

4 In Case II,(a), just as in Cases I(a) and II,(a), 
100 units each of agents 2-4 are employed; but the 
input of agent 1 is only 138.6, whereas, in the latter 
two cases, it was 207. In Case II,(a) the physical 
marginal productivity of agents 1-3 is higher than 
in Cases I(a) and II,(a), but this superiority in 
marginal productivity is just offset by the fact that 
the selling price of the finished product is lower. 
Production per firm is lower in Case II,(a) than in 
Case II,(a) because the individual-firm demand 
curve intersects the marginal unit-cost curve at @ 
lower point. Compare Dy, and Dn, in Chart B. 
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al cost curve Cy at a lower level; whence 
selling price falls from p, to p,.” 

With the final establishment of Case 
[I,(a) conditions, the social surplus made 
possible by spatial concentration passes 
into the hands of consumers, with the 
suppliers of productive services partici- 
pating only in so much as they are con- 
sumers. The gains of the consumers ex- 
ceed somewhat the losses sustained by 
the landowners and/or the entrepre- 
neurs when the surpluses passed out of 
their hands into those of the consumers. 

Cases II,(@) and II,(@) represent polar 
extremes. In the former, the return per 
unit of land service is at the attainable 
maximum; in the latter, the conditions 
of socially and economically correct 
equilibrium have been reached. Between 
these polar extremes lie many possible 
intermediate cases, for the price of the 
100 units of land service may settle at 
any point between 736, in which case the 
entire product of the economies of spa- 
tial concentration passes to the suppliers 
of land service, and 300, in which case 
the entire 436-unit surplus eventually 
passes, as is proper, to the consumers. 
Stable purely competitive and socially 
correct equilibrium is reached when the 
price of land service has fallen to its al- 
ternative-use level, 3 per unit, and the 
finished product sells at the price com- 
patible therewith. 

It makes a great deal of difference, 

“ The demand and marginal unit-revenue curves 


for Group II, cases are: 


Dm : ) = 44.773 — 152 
Rum :f = 44.773 — .3* 
Due : ? = 40.5924 — .07938% 
Rime : f = 40.5924 — .15876x 


We have continued the cost curve Cy unchanged 
and have made all adjustments in terms of the 
height and the elasticity of the relevant demand 
curves. It is unlikely that the introduction of Group 
II, conditions would be without any effect upon the 
marginal cost curve Cy. If possible changes in cost 
conditions are taken into account, compensatory 
changes in demand conditions must also be taken 
into account. 


from the longer-run consumer and social 
point of view, to which productive agent 
the 436-unit surplus, or part thereof not 
received by consumers, passes. In propor- 
tion as the price of 100 units of land serv- 
ice moves below 736 and the price of the 
finished product does not decline corre- 
spondingly, an excess return to manage- 
ment emerges and generates an increase 
in the number of firms composing the 
branches of the economy represented in 
the complexes; whence the price of the 
product and the return to management 
fall until an equilibrium level, stable or 
unstable, is reached. If, on the contrary, 
the surplus is put into the hands of the 
landlords, it is much less likely that it 
will finally be passed to the consumers. 
True, so long as the price per 100 units 
of land service exceeds 300, the prices of 
both land service and the finished prod- 
uct are potentially unstable; but this in- 
stability is slight. The surplus will be 
forced out of the hands of the landlords 
only if other complexes are established 
on the basis of lower prices for land serv- 
ice, and the prices of finished goods final- 
ly decline correspondingly. 

The contents of the preceding para- 
graph may be stated differently. The ap- 
propriate and economically correct ulti- 
mate destination for social surpluses such 
as that imputable to economies of spatial 
concentration is the consumer. If, given 
effective competition, these surpluses are 
initially commanded by entrepreneurs in 
the form of excess profits, their mere ex- 
istence and receipt by entrepreneurs gen- 
erate industrial expansion; and much of 
this eventually is distributed to con- 
sumers. If, on the contrary, these sur- 
pluses are permitted to pass into the 
hands of landlords and, in consequence, 
are incorrectly imputed to land service, 
the price of land service is bid up and 
rigidified or institutionalized in greater 
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or lesser measure; and the resulting over- 
pricing of land service makes for incor- 
rect factor allocation, while consumers 
are denied a socially created surplus 
which is rightfully theirs. 

Cases IT,(b) and II,(c) are, respective- 
ly, the short-run and the longer-run 
monopolistically competitive correspond- 
ents of Case II,(a). If pure competition is 
replaced by short-run monopolistic com- 
petition, selling price rises from p, to p,; 
(see Chart B), and an excess profit (or 
return to management) emerges (see Ta- 
ble 3, Case II,[5]). Thus the establish- 
ment of like complexes of firms is stimu- 
lated, and, consequently, individual-firm 
demand curves fall and become more 
elastic.‘4 Selling price moves downward 
until Case II,(c) equilibrium is estab- 
lished. In terms of Chart B individual- 
firm demand curve Dy,, replaces Dy,,, 
and selling price falls from p, to pg. 

Comparison of Cases II,(a) and II,(c) 
suggests, as does comparison of Cases 
IT,(a) and II,(c), that, since the monopo- 
listically competitive prices are only 1- 
1.6 per cent higher than the purely com- 
petitive prices, while land input per unit 
of output is 18-19 per cent higher, more 
land will be used under conditions of mo- 


43It is preferable always that surpluses ulti- 
mately destined for the consumer initially assume 
the form of excess profits. For it is then probable 
that competition in one or another guise will eventu- 
ally redistribute all or most of this surplus to the con- 
sumer. If, however, the surplus is appropriated by 
the landowners, or if it is seized by groups organized 
for the purpose of capturing social surpluses, the 
surplus tends to be transmuted into excessive and 
supra-competitive prices which are institutionalized 
and rigidified, with the result that the consumer is 
denied some or all of the surplus that is rightfully 
his according to the rules of pure competition. 
With the replacement (now under way) of compe- 
tition by force and by bilateral agreements be- 
tween strategically situated and powerful economic 
groups, the share of the less favorably placed in 
emerging social surpluses is almost certain to be a 
diminishing quantity. 

44 See n. 36 above for qualifications. 
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nopolistic competition than under con- 
ditions of pure competition as here given. 
Comparison of Groups II, and II, indi- 
cates that, in accordance with economic 
expectation, more units of land service 
are used by the retail industry under con- 
sideration when the price per unit of land 
service is 3 than when it is 7.36 (see last 
column of Table 3). Nonetheless, the 
tota] monetary return of the suppliers of 
agent 4 (land service) is greater under 
Group II, than under Group II, condi- 
tions. The replacement of Group II, 
conditions by Group II, conditions 
makes for an increase in the use of land 
service at the same time that it reduces 
the aggregate amount of money income 
going to the suppliers of land service. 
Group III, is Group II, with economies 
of scale** added to the economies of spa- 
tial concentration, and with the entire 


4SSuppose that, under Case II,(a) conditions, 
the suppliers of agent 4 possess 245,000 units of 
agent 4, of which they supply 100,000 units to our 
retail industry at a price of 7.36 per unit; and that 
the remaining 145,000 units stay idle and yield no 
return. Suppose, now, that Case II,(a) conditions 
are introduced, with land input per unit of output 
rising 30 per cent and with land service priced at 
3 per unit. If the aggregate consumption of finished 
product increases 89 per cent, the entire 245,000 
units of land service will be required, and their 
suppliers will receive for them 735,000 value units, 
or approximately the same amount (736,000) as 
they received for 100,000 at 7.36 per unit. But the 
selling price of the finished product under Case II,(@) 
conditions is only 16 per cent below that prevailing 
under Case II,(a) conditions. It is not likely that 
this 16 per cent decline in selling price will induce 
the required 89 per cent increase in the consump- 
tion of finished product. If the 145,000 units of agent 
4 not required by our retail industry under Case 
II,(a) conditions commanded some return per unit 
in other uses, the aggregate return to the suppliers 
of agent 4 would always be greater than that realiz- 
able under Case II,(a) conditions. 


46 While the introduction of economies of spatial 
concentration and scale calls for an increase in the 
amount of supplementary land service available 
(e.g., for parking) in the neighborhood of the focal 
points of these economies, it does not increase the 
input of supplementary land service per unit of 
output; it only calls for a different locational dis- 
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surplus of 700 units imputable to these 
two types of economies passing to the 
suppliers of agent 4 (land service) in the 
form of an inflated price of 8 (instead of 
the correct price of 3) per unit. Because 
the source of economies of scale is much 
more apparent than that of economies of 
spatial concentration, it is not very likely 
that they will be completely transferred 
by mahagement to the suppliers of land 
service, as we here assume. This would 
happen only if many entrepreneurs, each 
mistakenly inferring that the entire ac- 
tual or prospective 700-unit surplus was 
imputable to the 140 units of agent 4 em- 
ployed by the firm, competed unrestrict- 
edly and as individuals for appropriately 
situated units of agent 4. If this hap- 
pened, Case III,(a) conditions would 
prevail. If conditions of monopolistic 
competition were substituted for condi- 
tions of pure competition, Case ITI,(a) 
would finally give place to Case III,(c). 
The relevant data for these cases are 
given in Table 3. In terms of Chart C, 
selling price would rise from p, to p, and 
then, as Dy, gave way to Dyy,., decline 
to p;.47 

If the entrepreneurs, aware of the true 
source of the 700-unit surplus imputable 
to economies of scale and spatial concen- 
tration, offer not 8 but only 3 per unit of 
agent 4, and if otherwise conditions of 
pure competition rule, we get Case 


tribution of this land service. On actual economies 
of scale in distribution see the works cited in the 
last paragraph of n. 1. 


“In Case III,(a), 259 units of agent 1 are com- 
bined with 120 units of 2, 155 of 3, and 140 of 4, 
to produce 130 units of output, which sell at 31.85. 
The supply prices of agents 1, 2, and 3 remain 
10, 1, and 2, as formerly; but the return per unit 
of agent 4 is 8 instead of the alternative-use and 
tconomically correct 3. The formulas of Dy, and 
Ra, remain unchanged (see n. 33 above). The other 
Group ITI, formulas are: 

Cm :¢ =8+ . 183462 


Dune : = 42.445 — .09963" 
Rane : f = 42.445 — 199262 
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ITL,(a). In terms of Chart C, Dy, is re- 
placed by Dy, and selling price falls 
from , to p, (see also Table 3). If, now, 
pure competition gives way to monopo- 
listic competition, Case ITI,(a) is finally 
transformed into Case III,(c). Or, in 
terms of Chart C, p, rises to ,, and then, 
because Dy, replaces Dyn,, falls to pg.** 

Cases III,(@) and III,(a) represent 
polar extremes. It makes no immediate 
difference, when economies of scale are 
introduced, whether the resulting sur- 
plus is appropriated by the entrepreneur 
(i.e., agent 2) or is transferred to the 
landowner in the form of higher land- 
service prices. But it makes a great deal 
of difference in the long run. For, if the 
surplus is initially transferred to the land- 
lord, Case III,(a) conditions, although 
not wholly free of potential instability, 
will tend to persist. If, on the contrary, 
the surplus is initially retained by the 
entrepreneur, industrial expansion will 
ensue, and Case III,(a) conditions will 
be approached. If, in the course of their 
movement toward the establishment of 
Case III,(a) conditions, entrepreneurs 
misgauge the source of the social surplus 
and incorrectly impute it to land service, 
they will fix the price of land service 
above its appropriate rate of 3; and the 
economically correct situation (i.e., Case 
IIL,[a]) will not come into being unless 
and until the value of land service is cor- 
rectly determined.‘ 

4* Group III, formulas, other than that for Cru, 


which is given above (see n. 47), follow: 
[fp = 40.10 — .15% 
if = 40.10 — 3% 
Dune : ? = 32.3858 — .081742 
Rume : f = 32.3858 — . 163482 
49 In our discussion of Groups III,—III,, we have 
assumed that the introduction of economies of 
scale has not altered the relative scarcity (or abun- 
dance) of available productive agents 1-4 and that, 
consequently, their relative prices remain 10, 1, 2, 
and 3. If, however, the relative scarcity and the 
relative prices of agents 1-4 are modified by the 
introduction of economies of scale, equilibrium 
conditions will be modified accordingly. 
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Comparison of Cases III,(a) and 
III,(c), and of III,(a) and III,(c), indi- 
cates that, under the circumstances giv- 
en, more land service will be required 
under conditions of monopolistic com- 
petition than under conditions of pure 
competition. Comparison of Groups III, 
and III, suggests that, when the sur- 
pluses imputable to economies of scale 
and spatial concentration are transferred 
to the consumer, more land service is 
used at a lesser aggregate cost than when 
these surpluses are transferred to the 
landowners. 

We have said nothing of the degree of 
interdependence supposed to obtain be- 
tween the several Class (a), or between 
the several Class (c), individual-firm de- 
mand curves. Although there is not space 
for ample consideration of this matter, 
several observations may be made. Un- 
der conditions of something like pure 
competition, firms with unlike costs can- 
not serve the same or adjacent markets, 
for the lower-cost-and-price firms will 
displace the less efficient firms. If, how- 
ever, firms with unlike cost functions 
operate at locations somewhat removed 
from one another, the intervening dis- 
tance, together with related factors, will 
partly shelter the higher-cost from the 
lower-cost firms and permit both types to 
operate; but the nearer the lower-cost 
to the higher-cost outlets, and the lower 
the cost of the lower-cost outlets, the 
greater will be the competitive pressure 
to which higher-cost outlets are exposed, 
and the smaller will be their number. 
Furthermore, since the demand curve 
for a given product at a given location is 
a function of the demand curves for like 
or similar products at other locations, 
the quantity that will be taken any- 
where at any price is conditioned by the 
prices ruling elsewhere; this quantity 
will fall to zero if the prices prevailing 


elsewhere move to sufficiently low levels, 
Of the interrelations obtaining between 
the several monopolistically competitive 
cases the same observations may be 
made, but with the qualification that, 
ceteris paribus, the degree of competition 
felt by any one outlet from other outlets 
will be less intense. 

A number of conclusions follow from 
our analysis of Groups I-III,. First, un- 
der monopolistic competition land-serv- 
ice input (in both physical and value 
terms) per unit of output is greater than 
under pure competition; and the aggre- 
gate demand for commercial land serv- 
ice, together with its price, tends to be 
higher.s*° Second, the introduction of 
economies of spatial concentration and 
scale operates, celeris paribus, to substi- 
tute other productive agents for land, to 
decrease the input of land service per 
unit of output, and possibly to diminish 
the aggregate demand for land service. 

Third, the suppliers of commercial 
land service tend to receive, in addition 
to its alternative-use value™ (which is 
the correct measure of its rentability),* 

se Although the pressure to introduce economies 
of scale may be greater under monopolistic than 
under pure competition, since the relative cost of 


land tends to be higher, the above conclusion is not 
affected. 


5* Throughout this section we have assumed 
the correct supply price for land service to be its 
supposedly constant alternative-use value. While 
this assumption (see next note) must be modified 
to meet given situations, it facilitates the exclusion 
from the category of true rent those surpluses which 
are attributable to economies of spatial concen- 
tration and/or scale. 


$2 It may be objected that if the suppliers of this 
land service receive only what was its alternative- 
use value, the land service will not be economically 
allocated. This objection, however, is invalid. Let 
us use Case IT,(a) as an example, and suppose there 
are only economies of spatial concentration and 
none of scale. If the land is initially priced at 3, it 
does not follow that too much of it can be com- 
manded, under conditions of pure or nearly pure 
competition, by Case I(a) firms. For, if the land is 
initially priced at 3 and complexes are established, 
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some of the social surplus imputable to 
economies of spatial concentration; and 
they may receive some of the surplus that 
emerges with the introduction of econo- 
mies of scale. This tendency on the part 
of landowners to receive more than the 
economically correct price for their land 
service is more pronounced when, for 
reasons real or fancied, land service is 
deemed quite heterogeneous;*? when the 
“market” in which land service is ex- 
changed is not well organized and order- 
ly; when it is difficult to ascertain the 
presentS4 and the prospective net pro- 
ductivity of sites; when land service is 


they will presently be forced by interfirm and inter- 
complex competition to reduce their selling prices 
and pass on to consumers the surplus emerging with 
the establishment of the economy-producing com- 
plexes; and the return to management will fall to 
the purely competitive level consistent with a price 
of 3 per unit of land service. Meanwhile, the demand 
for the output of Case I(a) firms operating outside 
areas served immediately by complexes of firms will 
fall and their number will shrink, with the result 
that land service formerly used by them will be 
released for sale at and probably below the former 
equilibrium price of 3. A firm operating under 
Case I(a) conditions in, or near by, an area served 
by a complex cannot afford any longer to pay 3 per 
unit of land service; it can continue to pay this 
rate only if it co-operates with other firms, realizes 
economies of spatial concentration, and becomes 
able to sell its finished product at a sufficiently low 
price. In short, land service continues to be allocated 
to its most economical users. 


530n the conditions making for both the differ- 
entiation and the patterning of urban land, see 
A. M. Weimer and Homer Hoyt, Principles of 
Urban Real Estate (New York: Ronald Press, 1939), 
chaps. iv-v; Homer Hoyt, One Hundred Years of 
Land Values in Chicago (Chicago: University of 
Chicago Press, 1933); C. D. Harris and E. L. Ull- 
man, “The Nature of Cities,” in R. B. Mitchell 
(ed.), Building the Future City (Annals of the American 
Academy of Political and Social Science, CCXLII 
1945], 7-17). 


‘While traffic counts may correlate closely 
with present store rents (e.g., see Hoyt, op. cit., 
P. 327), these counts measure only the current situa- 
tion; they do not forecast the future value of sites 
or indicate how productive the sites would be if 
they became part of a complex and enjoyed econo- 
mies of spatial concentration. 
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available in lumps of varied size rather 
than in nicely adjustable quantities; 
when the outlay for land service con- 
stitutes a relatively unimportant frac- 
tion of total unit cost ;5 and so on. When 
monopoly elements are present and land 
service is improperly priced, the price of 
land service tends to vary much more 
within zones and from zone to zone than 
it does when land service is correctly 
priced and freedom to locate is not great- 
ly circumscribed. 

Fourth, if the price of land service 
tends to include both true rent and some 
of the surplus that emerges with the in- 
troduction of economies of spatial con- 
centration and/or scale, other conclu- 
sions follow: (a) The price actually com- 
manded by land service may be a good 
index of its“‘profitivity”; but it is not a 
good index of its economic productivity. 
(6) If the land situated in business dis- 
tricts is overpriced, the owners of land in 
surrounding or adjoining transitional 
zones will hold it in the expectation of re- 
ceiving similarly inflated prices, with the 
result that the necessary expansion of the 
business zone and the appropriate de- 
velopment of the transitional zones will 
be blocked. (c) If complementary users 

58s According to Converse and Huegy, rent for 
land and building constitutes 10-15 per cent of 
operating expenses, or 3.5—5.4 per cent of sales, of 
department stores. In 1938, according to Burnham, 
“real estate costs” approximated 8.3-15.3 per cent 
of operating expenses and 2.9-5.8 per cent of net 
sales. Corresponding figures for food stores are 5.2—- 
9.3 and 1.2-1.4. Department-store rent rises rela- 
tively to net sales as stores increase in size and as 
the communities in which they are located increase 
in size, Burnham finds. Real estate costs per square 
foot rise with the increase in size of the department 
store somewhat faster than sales per square foot, in 
part presumably because the size of the store tends 
to increase (as does rent) with the size of the city. 
See Converse and Huegy, The Elements of Marketing 
(2d ed.; New York: Prentice-Hall, 1942), pp. 343- 
44; Burnham, of. cit. (1940), pp. 456-59 and op. 
cit. (1938), p. 217; Nystrom, of. cit., pp. 182-84; 
Operating Expenses of 125 Food Stores (New York: 
The Progressive Grocer, 1941), p. 11. 
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and potential users of land service in giv- 
en areas act in concert, they may avoid 
transferring to landlords those surpluses 
which emerge with economies of concen- 
tration and scale and which in the longer 
run rightfully belong to the consumers. 
(d) If all land in an urban area were 
owned by the municipality, and if it were 
zoned on the basis of actual or prospec- 
tive use and were made available at flat 
zonal prices, the land would probably be 
more economically priced and put to bet- 
ter use than it is under present condi- 
tions. 

Fifth, our usual assumption in this 
section that firms are free to locate where 
they will must be modified; for freedom 
to locate is circumscribed by the nature 
of the site-seeker’s economic activity, by 
the existing zonal pattern of the city, by 
its topography, transportation, and 
related characteristics, and by existing 
and/or appropriate legal restrictions 
upon land use. It is desirable, however, 
that freedom to locate be as uncircum- 
scribed as these several conditions will 
allow. Freedom to locate may be in- 
creased, consistently with the general 
economic welfare, through the removal 
of barriers designed to fix land-service 
prices above their purely competitive or 
alternate-use level and through the fa- 
cilitation of such assembly of complemen- 
tary activities in given areas as will make 
economies of spatial concentration and 
scale emerge. 


Ill. IS URBAN-LAND RENT A MONOPOLY 
RETURN? 


Our findings in the two preceding sec- 
tions throw some light upon Chamber- 
lin’s views regarding the source of rent 
and the differences between urban and 
agricultural rent. Agricultural rent, de- 
clares Chamberlin, is a competitive re- 
turn, whereas urban rent is a monopoly 
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return arising out of the nonduplicable 
peculiarities of locations giving superior 
markets: 


Urban land carries its market with it..... 
Urban rent arises because a piece of land can 
sell more—is better located within a certain 
trading area with reference to a part of the 
buyers. .... If entrance to every portion of a 
retail field were unimpeded, there would be 
no differences in the rents paid throughout. 
The impediment of land scarcity where cus- 
tomers are more numerous and opportunities 
for profit therefore greatest gives larger re- 
turns at some locations than at others—returns 
which cannot be reduced by other sellers moving 
in to share them. Competition from a distance 
{is not sufficiently effective to remove inter- 
location differences]... . . The seller locating 
on the site has a monopoly of its product, the 
full value of which he is obliged by the competi- 
tion of others for its use to pay into the hands 
of the landlord.s* 


Careful consideration of Chamberlin’s 
argument indicates that, as a rule, the 
rent of urban land is not essentially a 
monopoly return’? even though it often 
is tinctured with monopoly elements. If 
the suppliers of land were few in number 
and were offering it on quasi-monopo- 
listic or oligopolistic conditions, the price 
obtained for the use of land would be a 
quasi-monopolistic or an oligopolistic re- 
turn. Again, if through legal and other 
contrivances the supply of urban land 
for all purposes, or for given purposes, 
were restricted, its average rent would 


86Chamberlin, of. cit., pp. 
also pp. 211-13. 


57 Professor Ise (op. cit., pp. 33-45) directs many 
criticisms against Chamberlin’s views on rent, 
among them: that it is incorrect to say that urban 
rent is a monopoly return whereas agricultural 
rent is a competitive return, inasmuch as each is 
an imperfectly competitive return; that Chamber- 
lin’s theory is based on “a confusion of the markets 
for retail goods and agricultural products, on the one 
hand, and the markets for retail sites and farm lands, 
on the other; that the market for farm products is 
no more purely competitive than is the market for 
retail services; and that the markets for both urban 
and agricultural land are imperfectly competitive. 


112-13, 214-15; 
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be higher because of the monopoly ele- 
ment included. But Chamberlin appar- 
ently does not rest his argument upon the 
premise that the suppliers of land act in 
concert to restrict its supply and elevate 
its price. Moreover, while he indicates 
quite properly that, because of the layout 
of cities and the manner in which the 
population is distributed, the number of 
commercial sites, and the number of such 
sites of given “productivity,” is limited 
in number, he does not demonstrate any 
consequent scarcity of sites to be intend- 
ed scarcity. From the latter situation one 
may infer that, if the number of sites is 
less than it might have been, the prices 
which such sites may command are high- 
er than they otherwise would have been; 
but one cannot infer much regarding 
monopoly. 

It may be noted in passing that any 
one of a number of changes may operate 
to reduce the effectiveness of the ele- 
ments of monopoly found in the prices 
paid for the use of urban land. Among 
such changes the following may be in- 
cluded: (a) reduction of artificial supply- 
limiting restrictions on the use of land; 
(6) increased co-operation among the 
complementary users of land service; (c) 
increase in the mobility of buyers; (d) 
increase in the substitutability between 
land sites; (e) increase in the substituta- 
bility between land and the productive 
agents used jointly with land; (f) in- 
crease in the substitutability between 
products or between products sold at 
one place and products sold at other 
places. Changes in an opposite direction 
tend to increase the monopoly elements 
in the prices of land service. 

Let us now examine more carefully 
the elements included in the quotation 
above. Within limits, urban land does 
carry its market with it; yet markets may 
be created and attached to land (cf. 


Case II,[a] in Sec. II). It is true also that 
some sites give access to more buyers 
than others; yet this scarcity character- 
istic is of the same order as the superior 
fertility of a piece of farm land; it is not 
necessarily the product of monopoly. 
Fundamental to Chamberlin’s thesis is 
the argument that buyers and sellers are 
impeded in their movements toward each 
other, the former by their immobility 
and the latter by limitations upon the 
number of good sites and upon entrance 
into portions of the retail field, limita- 
tions which cannot be overcome through 
competition at a distance. In consider- 
able measure this is true, even when prod- 
ucts are sold under pure competition, for 
buyers and buying power are not uni- 
formly distributed, and buyers, while not 
perfectly mobile, are attracted in greater 
measure to some than to other outlets. 
This is even more true under monopolis- 
tic competition than under pure compe- 
tition, for then any one firm tends to be a 
less perfect substitute for any other sim- 
ilar firm. What we have in both in- 
stances, however, is not essentially mo- 
nopoly, for the impediments described 
are not demonstrated to be really monop- 
olistic in character, while the mobility of 
buyers tends to be underestimated. We 
have, rather, heterogeneity of site land, 
less than perfect intersite substitutabil- 
ity, and perhaps less interland-unit sub- 
stitutability than usually is found in 
agricultural areas; but we have no con- 
certed curtailment of the supply of land 


s* Elsewhere (op. cit., pp. 215-16) Chamberlin 
states that “there is no extensive margin in urban 
site rent,” presumably because he considers differ- 
ent sites to be different markets. This view is not 
tenable. The markets are interconnected, and the 
sites supply access to consumers. The cost (exclu- 
sive of rent) of supplying retail service varies with 
location, ranging from a minimum on the best sites 
to a maximum on the worst (but not necessarily 
no-rent) sites. The situation therefore resembles 
that found in agriculture. Cf. Ise, op. cit., pp. 35- 
37, 39-49. 
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and, the demand for land being given, the 
level of rents need not reflect significant 
monopoly elements. Moreover, if the 
complementary users of land act jointly 
in contracting for its use and if they are 
fairly free to establish economy-produc- 
ing complexes, their combined action will 
serve to eliminate much of the seeming 
heterogeneity of urban land which issues 
from the fact that the land market is 
poorly organized rather than that it is 
shot through with monopoly.®? 
Chamberlin’s analysis does not make 
quite clear just what passes to the land- 
lord. Thus in one place he suggests that 
only the true economic rent is put into 
the hands of the landlord.® But he indi- 
cates elsewhere that all differences in the 
relative advantages of sites, whether at- 
tributable to “large-scale production,” 
to the quantity and quality of buyers, or 
to other differentia,“ tend to be put into 
the hands of the landlord. Here distinc- 
tion is important. If unwitting competi- 
tion puts into the hands of the landlord 
surpluses which are not really imputable 
to land but which ought initially to as- 
sume the form of excess profits, price re- 


59 While Ise (op. cit., pp. 37-39) is correct when he 
states that there is no necessary connection between 
the products market and the land market, he ap- 
pears to play down this connection. When the 
products market is imperfect, there is less inter- 
product substitutability, and, when there is less 
interproduct substitutability, there is less sub- 
stitutability between the productive agents. This 
change in substitutability, together with any 
associated change in total consumption, may affect 
the price of productive agents, of which land is one, 
without, however, introducing any monopoly 
element directly into the price. See Sec. I, above. 


$° Op. cit., p. 217; also pp. 112, 215, 216. 


% Tbid., pp. 216-17. On pp. 212-13, however, he 
indicates that competition for sites may convert 
profits into rent, but he does not make plain whether 
this is witting or unwitting competition. 


duction and the eventual transfer of these 
nonrent surpluses to consumers are much 
less probable than they would be if these 
surpluses initially assumed the form of 
profits and thus attracted more firms into 
the field. 


IV. CONCLUSIONS 


No attempt will be made here to sum- 
marize our findings, inasmuch as some of 
them do not lend themselves to more suc- 
cinct summary formulation than has al- 
ready been presented. The following 
statements may serve, however, to indi- 
cate the nature of our main conclusions: 

1. Under monopolistic competition 
more commercial and similar land is re- 
quired than under pure competition; con- 
sequently the price of its use tends to be 
higher. 

2. Urban rent is not a monopoly re- 
turn. 

3. Both under pure competition and 
under monopolistic competition there 
tends to pass into the hands of landlords 
all or part of the surpluses imputable to 
economies of spatial concentration and 
of scale. In consequence, entrepreneurs 
do not receive initially and consumers do 
not receive ultimately income which 
otherwise would pass to them, and the 
factors of production are not correctly 
allocated. Moreover, because as a result 
commercial land is overpriced, the antici- 
pated prices at which land in the sur- 
rounding transitional zone is offered for 
commercial use are too high. As a result, 
the effectuation of appropriate solutions 
of the transitional-zone land-use prob- 
lem is checked, and the case for public 
regulation of the price and use of urban 
land is strengthened. 
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WARTIME CONTROL OF TIN IN GREAT BRITAIN, 1939-41" 


LEO FISHMAN 


URING the first two years of the 
D recent war, the supplies of tin 
available to Britain were not so 
critically short as to necessitate the im- 
position of rigorous governmental con- 
trols. At the same time, however, the 
available supply was not sufficient to 
meet all the regular civilian needs, as 
well as all the new war needs. The neces- 
sity for imposing some controls over tin 
became apparent as soon as hostilities 
commenced. 

A study of wartime control of tin in 
Great Britain is interesting, not only be- 
cause it demonstrates the interrelation- 
ship of various government control tech- 
niques and the need for applying them 
to a raw material not generally classified 
as of “critical” war importance, but also 
because it provides an opportunity to 
examine and evaluate the wartime pol- 
icies and actions of one of the more suc- 
cessful international cartels. This study 
presents a comprehensive analysis of the 
controls exercised over tin in Britain 
during the period between the outbreak 
of World War II and the Japanese at- 
tack on Pearl Harbor. 

Tin plays an important role in the 
modern economy in both peace and war. 
Large quantities of this metal are con- 
sumed in the manufacture of tin plate 
used for canning and terne plate used for 
roofing and certain types of tanks and 
containers. Substantial amounts are also 
employed in the production of solder and 
babbit. Bearings made of these alloys are 

* I should like to express my appreciation to Pro- 
fessor Myron W. Watkins for his comments and sug- 


gestions, although responsibility for the final prod- 
uct rests solely with me. 
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used in all types of machinery, in ships, 
aircraft, tanks, automobiles, and trucks. 
Smaller amounts of tin are consumed in 
the production of other alloys, such as 
bronze; in the manufacture of foil and 
tubing; in the preparation of certain 
chemicals; etc. 

Great Britain is the second largest con- 
sumer of smelted tin in the world. Her 
own tin-smelting industry, however, is 
large enough to take care of all her own 
needs and provide additional amounts 
for export, as well. In 1938, for example, 
the last pre-war year, consumption of 
tin in Great Britain was 18,290 long 
tons, while British smelter production 
was estimated at 36,200 long tons.” 

In addition, it may be noted that, be- 
fore the fall of the Low Countries, vir- 
tually no important tin-smelting area 
was located in a country unfriendly to 
Britain. British Malaya, the Nether- 
lands, and China in 1938 accounted for 
101,346 long tons of smelted tin, out of 
a world production of 163,600 long tons.’ 
The production of these three countries, 
when added to that of Great Britain, ac- 
counted for 84 per cent of total world 
production. 

With respect to tin ore, however, 
Britain’s position is far less favorable. 
The Cornwall mines, the one domestic 
source of tin ore, yielded ore sufficient 
to smelt only 1,999 long tons of tin in 
1938.* Well over go per cent of the tin 


7U.S. Department of the Interior, Minerals 
Yearbook, Review of 1940 (Washington, 1941), pp. 
684 f. 
3 Ibid., p. 684. 
4 Ibid., p. 683. 
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produced in Britain, therefore, was 
smelted from imported ore. 

Until Japan became threatening, how- 
ever, the important tin mines of the 
world appeared secure from enemy at- 
tack. During 1940, for example, about 
go per cent of world tin-ore production 
was mined in the Netherlands Indies, 
the Malay States, Siam, Burma, Ni- 
geria, the Belgian Congo, and Bolivia.’ 
Bolivia and Nigeria supplied the major 
portion of the British imports. 


TABLE 1 


STANDARD TONNAGES AND VOTING STRENGTH 
OF COUNTRIES PARTICIPATING IN THE IN- 
TERNATIONAL TIN CONTROL SCHEME* 








Standard 
Tonnages 
(2,240 
Pounds) 


No. of Votes 
(Cast asa 
Unit) 


Participating Countries 





77,336 
46,490 
39,055 
18,000 
13,200 
10, 890 


3,000 








ting to the Internati: 








*Great Britain, Papers Rel. 
Control Scheme (1938), p. 3. 


ORGANIZATION OF THE TIN CARTEL 


The general nature of the British gov- 
ernment wartime control organization is 
by now sufficiently familiar to most read- 
ers that it need not be described here. 
In the case of tin, however, an outline 
of the organization and functions of the 
tin cartel is also essentia] to an under- 
standing of the development of adminis- 
trative policy. 

The tin cartel was first established 
early in 1931. The agreements govern- 
ing the activities of the cartel during the 
period under discussion in this study 
were approved by the signatory govern- 


5 Ibid., p. 683. 
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ments in 1937 and 1938.° These agree- 
ments, which were not to expire before 
December 31, 1941, were signed by rep- 
resentatives of the governments of the 
Belgian Congo, Bolivia, French Indo- 
China, Malaya, the Netherlands East 
Indies, Nigeria, and Siam, with Great 
Britain, as in previous years, acting in 
behalf of Malaya and Nigeria. Like the 
earlier agreements, those adopted in 
1937 and 1938 had the status, virtually, 
of multilateral treaties and were to be 
administered by the International Tin 
Committee, which was composed of dele- 
gates of the signatory countries. 

The objective of the International Tin 
Control Scheme was set forth in the 
basic agreement as follows: ‘“The Scheme 
is intended to regulate the production in, 
and export from, producing territories, 
with the object of adjusting production 
to consumption, preventing rapid and 
severe oscillations of price, and main- 
taining reasonable stocks.’’? To this end, 
standard tonnages of tin-ore production 
and experts were allotted to each area. 
Quotas for actual production and ex- 
ports, expressed as a percentage of these 
standard tonnages per quarter or per 
annum, were to be fixed by the Interna- 
tional Tin Committee. Regulations were 
provided to guide the International Tin 
Committee in its administration of the 
scheme. 

Voting strength of each delegation in 
the committee was established roughly 
in accordance with the standard tonnage 
allotments. The so-called “standard” 
tonnages and the voting strength of the 
signatory countries, as established by 
this agreement, are shown in Table 1. 

Great Britain, since she acted on be- 


6 Great Britain, Cmd. Paper 5879, in Papers Re- 
lating to the International Tin Control Scheme (Lon- 
don, 1938). 


7 Ibid., p. 3. 
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half of Malaya and Nigeria, controlled 
directly seven of the twenty votes in the 
International Tin Committee. Moreover, 
Britain possessed some leverage over the 
Bolivian delegation because of her virtual 
monopoly of the smelting facilities avail- 
able for Bolivian ore, and thus could 
probably count upon a majority in the 
Tin Committee on any fundamental 
issue. 

Ancillary to the above-described 
agreement was another providing for a 
Buffer Stock Scheme. By the terms of 
this agreement, it was provided that the 
participating governments were “to form 
a buffer stock and to place their contribu- 
tions of tin at the disposal of the Interna- 
tional Tin Committee, upon the under- 
standing that such stock [would] be used 
as an adjunct to the International Tin 
Control Scheme.”* The object of the 
buffer scheme was “to reduce the large 
price ranges that have occurred in the 
past to narrower limits.’’® The executive 
body for this scheme was appointed by a 
subcommittee consisting of the chairman 
and vice-chairman of the International 
Tin Committee and a representative of 
the Bolivian delegation. 

In addition, there was a separate 
agreement to provide for an Internation- 
al Tin Research Scheme. The main pur- 
pose of this scheme was to stimulate the 
consumption of tin by propaganda, as 
well as by the discovery and develop- 
ment of new uses for the metal.*° 

Throughout the period under discus- 
sion, the cartel controlled the prepon- 
derant portion of the world supply of 
tin. In 1939, for example, the countries 
whose production was subject to limita- 
tion by the cartel accounted for almost 
85 per cent of the world output." 

"Ibid, p. 12. 

9 Ibid. 1° Thid., p. 19. 

** Minerals Yearbook, Review of 1940, p. 683. 


PRODUCTION 
EXCESS PROFITS TAXATION 


The British government itself exer- 
cised no direct control over the produc- 
tion of tin ore. After the outbreak of hos- 
tilities, an attempt might have been 
made to stimulate domestic output, but 
this hardly seemed necessary. The Cor- 
nish mines were being worked at a satis- 
factory rate, and it was questionable 
whether the additional amounts which 
might possibly be obtained from these 
deposits would compensate for the time, 
trouble, and expense involved in attempt- 
ing to stimulate production, since the 
mines were all very old and since they 
were, in any event, capable of supplying 
only a very small proportion of Britain’s 
tin-ore needs. 

Indirectly, however, because of the 
consequences of the excess profits tax 
law, the British government may have 
influenced the amount of tin ore mined. 
A number of mining companies operating 
in the British Empire’s scattered tin- 
producing areas are incorporated in 
Great Britain, and all such corporations 
were required to pay the excess profits 
tax. It has been held by some persons 
that the production of tin ore by mines 
of these corporations was retarded by 
the excess profits tax. Since Great Britain 
normally imports large amounts of tin 
from Nigeria, the effect of excess profits 
taxation on that colony’s tin-ore produc- 
tion was of particular importance to the 
British control authorities. 

The first Finance Act passed in Great 
Britain after the outbreak of war pro- 
vided for an excess profits tax amounting 
to 60 per cent of all profits in excess of 
standard profits. Standard profits, in 
this, as well as in subsequent acts, were 
to be computed either as the profits in 
any one of three specified pre-war periods 
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or as a fixed percentage of the value of 
the assets of the company.” This meas- 
ure met with little adverse criticism 
from those it affected. 

Immediately following the horrible 
days of Dunkirk, a new Finance Act was 
passed.*? The severity of its provisions 
reflected the changed circumstances and 
signalized the determination of the gov- 
ernment to mobilize all the resources of 
the community for the vigorous prosecu- 
tion of the war. This act stipulated, inter 
alia, that the excess profits tax was to be 
100 per cent of all profits over standard 
profits. 

This exaction, unlike the 60 per cent 
levy, gave rise to vociferous complaints 
by those upon whom it bore most heav- 
ily. It was claimed that the financial im- 
pact of the 100 per cent excess profits tax 
was particularly burdensome to owners 
of mines, oil wells, and other resources of 
an exhaustible nature. The crescendo of 
complaints by and on behalf of these in- 
dustries reached such proportions that 
the criticisms could hardly be ignored. 

The complaining groups insisted that 
the tax was a deterrent to production 
and that it had the effect of a capital 
levy.’* The basis for these contentions 
was well put by Sir Godfrey Fell at the 
annual meeting of the Tin Producers’ As- 
sociation, when he stated: 

If the mines are worked at the present [high] 
rate their ore reserves, which represent their 
chief capital asset, will be considerably reduced. 
Yet the application of excess profits taxation in 
its present form will mean that most of the min- 
ing companies will derive no profit from the 
extra output As the bulk of Empire tin 
is produced from alluvial mines, whose lives are 

3 Finance (No. 2) Act, 1939, 2d & 3d Geo. 6, c. 
109, enacted October 12, 1939. 

3 Finance Aci, 1940, 2d & 3d Geo. 6, c. 29, en- 
acted June 27, 1940. 

4 See, e.g. Tin (London), December, 1940, p. 1; 
and Foundry Trade Journal (Birmingham), LXIII 
(August 29, 1940), 148. 
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in most cases limited to between six and eleven 
years, .... it is suggested that the tax is thus 
working as a capital levy which is not its general 


purpose. 

For many months similar propositions 
were repeated time and again in the 
House of Commons, at annual meetings 
of the boards of directors of various min- 
ing companies, in reports by special com- 
mittees of industry, in editorials of the 
leading metal-trade journals, and in eco- 
nomic and financial weeklies.’ 

Several other complaints were also 
raised against the roo per cent excess 
profits tax, particularly as it affected 
the tin industry. The chairman of a tin 
dredging company claimed that the tax 
made the opening of new resources im- 
possible.*? In addition, it was claimed 
that, as a result of excess profits taxation, 
tin producers would tend to concentrate 
on lower-grade ores, which yield a small- 
er amount of metal, in order to conserve 
the higher-grade ore for exploitation 
after the repeal of excess profits taxation. 

Tin-mining interests also complained 
that both of the bases which might be 
used for computing standard profits were 
unfair to them. Use of profits in any of 
the three specified pre-war periods as a 
basis for such computations was held to 
be unfair because during each of these pe- 
riods sharp restrictions on tin production 
had been imposed by the International 
Tin Committee. Forthree of the four quar- 

"8 Manchester Guardian, October 18, 1940. 


‘6 For a fair sample see the following: statement 
by Sir Kingsley Wood in Parliamentary Debaies 
(House of Commons), Vol. CCCLXII (June 19, 
1940), col. 178; report of Sir Archibald Mitchelson, 
chairman of the Kamunting Tin Dredging Limited, 
appearing in Foundry Trade Journal, LXIIlI (De- 
cember 5, 1940), 374; the report of the committee 
set up by the Institute of Mining and Metallurgy, 
reported in Metal Indusiry (London), LVIII (May 
23, 1941), 441, and April 11, 1941, 321; and Stalsst 
(London), CXXXV (January 24, 1940), 63. 

11 Mining Journal (London), CCXV (October 
18, 1941), 23. 
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ters during 1940, however, the tin com- 
panies were asked to produce to capac- 
ity.* Computing standard profits as a 
fixed percentage of the capital of the com- 
pany was alleged to be unfair because 
of the small percentages allowed’? and 
because the assets of the mines were con- 
stantly being diminished as the mines 
were exploited.” 

On June 19,1940, the Chancellor of the 
Exchequer, Sir Kingsley Wood, read be- 
fore the House of Commons an amend- 
ment to the excess profits tax law, de- 
signed to permit a higher standard rate 
of profit for mining companies. In effect, 
it was proposed to sanction an addition 
to the ordinary “standard” rate of a cer- 
tain percentage of the capital assets 
of mines, equivalent to the calculated 
rate of depletion of the resources (min- 
eral reserves) currently being used up.” 

In the ensuing debate on this proposal, 
various members of the Labour party 
voiced objections to any measure de- 
signed to weaken the force of the excess 
profits tax provision. Their arguments 
did not at all constitute a direct rebuttal 
of the objections to the levy as applied to 
mining enterprises. However, the critics 

8 Tbid., CCX (August 24, 1940), 331. 

9 Ibid. 

»” Metal Industry, LVIII (April 11, 1941), 321. 


* This amendment read in part: “With respect to 
business consisting in the getting of minerals... . 
from any mine . . . . the Board of Referees may .. . . 
direct that....the reference in section twenty- 
seven of the Act [Finance Act, 1940] to six percent 
and eight percent and in subsection (9) of section 
13 to the Finance (No. 2) Act, 1939, to eight per- 
cent and ten percent shall... . be construed as if 
they were references to six, eight, or ten percent, as 
the case may be, increased to such an extent as may 
be specified in the Order: provided that the Board 
shall increase the said percentage only so far as they 
think necessary [but] shall not in any case increase 
the said percentage by more than a further four per- 
cent” (see Parliamentary Debates [House of Com- 
mons}, Vol. CCCLXII, col. 177, ef passim). The 
points noted in the following paragraph were taken 
from this debate. 
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did evince a different outlook with re- 
spect to the sacrifices which the winning 
of the war entailed. They opposed tax re- 
lief for the mineowners on moral, rather 
than on economic, grounds. The objec- 
tions raised from the Labour benches in 
Parliament resulted in the withdrawal of 
the proposed amendment. Nevertheless, 
two months later this proposal, in prac- 
tically the same form, was incorporated 
in the Finance (No. 2) Act, 1940.” 

Two further changes with respect to 
excess profits taxation were made in the 
Finance Act, 1941.78 One of these was a 
provision for the return of 20 per cent of 
the sum paid to the Treasury by way of 
excess profits taxation, at a date after 
the war to be determined by Parliament. 
In addition, the act provided that, in the 
case of mines which, but for the war, 
would be exhausted within specified 
years, the standard profits could be in- 
creased, by special Treasury regulation, 
by not more than a fixed percentage of 
the amount calculated as the normal re- 
turn on the additional output attribut- 
able to the war. 

The permitted increase in standard 
profits, expressed as a percentage of the 
normal return on additional output at- 
tributable to the war, was given in the 
Second Schedule of the act as shown in 
the accompanying tabulation. Within 


Years during Which Mines, but for 
the War, Would Be Exhausted 


one week of the promulgation of this act, 
the Treasury certified that tin and nine 
other mined substances were of excep- 
tional importance for the prosecution of 


3d & 4th Geo. 6, c. 48, enacted August 22, 1940. 
3 4th & sth Geo. 6, c. 30, enacted July 22, 1941. 
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the war and that they were eligible for 
the increase in standard profits. 

Whether or not the excess profits tax 
actually had the effect of limiting tin-ore 
production is a matter for debate. On the 
one hand, it is difficult, if not impossible, 
to prove that tin production in the Em- 
pire countries would not have been high- 
er in the absence of such tax legislation. 
Careful study of the available statistics, 
however, does not lend conclusive sup- 
port to the contention that the excess 
profits tax did restrict the mining of tin 
ore. During a portion of the period under 
discussion, ore production was limited by 
the tin cartel. When the restrictions im- 
posed by the cartel were relaxed, pro- 
duction in the Empire countries, as in 
other producing areas, appears to have 
risen, despite the fact that a number of 
mines in those countries were subject to 
Great Britain’s excess profits tax. 

It is probable that the complaints 
made by some of the tin companies and 
their representatives were not entirely 
justified. On the whole, the British com- 
panies seem to have enjoyed a consider- 
able degree of prosperity during the pe- 
riod under discussion, although, of 
course, profits retained by the companies 
would have been even higher in the ab- 
sence of any excess profits taxation. In 
the opinion of the Economist, almost all 
the tin-mining companies had a “sub- 
stantial margin [of profit] before they 
reach[ed] the earnings of the base 
period.’’s 

At least one firm did not object to the 
principle of excess profits taxation or to 
the financial burden it imposed. Mr. W. 
Arthur Adinsell, of Killingham Tin, 
Ltd., speaking at the 1941 annual meet- 
ing, said: ‘“The tin producing industry is 

™ Foundry Trade Journal, LXV, (August 28, 
1941), 148. 

*s CXXXIX (September 28, 1940), 404. 
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passing through a period of prosperity 
which we all realize results from abnor- 
mal conditions, and no one can fore- 
shadow how long this state of affairs will 
continue. We can, however, derive satis- 
faction that from the profits earned sub- 
stantial contributions are being made to 
the Empire’s war effort by way of taxa- 
tion.” 
THE TIN CARTEL 


The importance cf the tin cartel, in 
connection with a study of British war- 
time control of tin, arises in part from 
the fact, noted above, that the cartel 
controlled the preponderant portion of 
the world’s tin-ore supply and that Brit- 
ain was dependent upon imported ore to 
a very great extent. During 19309, for ex- 
ample, areas subject to the export limita- 
tions imposed by the cartel accounted for 
almost 85 per cent of the world produc- 
tion of tin ore. During the same year, 
Bolivia and Nigeria, both members of 
the cartel, furnished over 80 per cent of 
the ore imported by Great Britain.” 
Moreover,. Great Britain normally im- 
ported some ore from virtually every 
country subject to the quota system 
established by the cartel. 

It is clear, then, that the policies fol- 
lowed by the International Tin Commit- 
tee, with respect to production and ex- 
ports, were of considerable importance 
to the British. Had production or exports 
of tin ore been substantially less than 
world demand during any portion of the 
period under discussion, Great Britain 
might have had to meet intensive com- 
petition for supplies from the other smelt- 
ing countries, and her own imports would 
probably have suffered as a result. 


*% Tbid., CXL (March 8, 1941), 320. 

27 Great Britain, Annual Statement of the Trade 
of the United Kingdom with British Countries and 
Foreign Countries, 1939 (London, 1940), I, 201; I, 
82. 
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In addition, it seems likely that the 
British government found little fault 
with the operations of the International 
Tin Committee and was, in fact, a part- 
ner in those operations. As noted above, 
Great Britain, since she acted in behalf 
of her colonies, Nigeria and Malaya, pos- 
sessed seven of the twenty votes in the 
International Tin Committee. While, by 
itself, British voting strength was not 
controlling, it was, nevertheless, suffi- 
cient to exert considerable influence on 
the decisions of the International Tin 
Committee. Moreover, had she been dis- 
pleased with the program followed by the 
cartel, Great Britain could, as a last re- 
sort, have caused her colonies to with- 
draw from the scheme. Actually, with- 
drawal of the British colonies would 
probably have meant the end of the en- 
tire cartel. Such a proposal, however, 
was never seriously contemplated by the 
government, although it was brought up 
in the House of Commons on several oc- 
casions. 

Although, technically, the quotas fixed 
periodically by the International Tin 
Committee were to apply to both the 
production and the export of ore, the con- 
trol over exports was more effective than 
the control over production. Signatory 
governments maintained careful control 
of tin exports to avoid friction in inter- 
governmental relations, whereas restric- 
tion of production was generally left to 
voluntary action of the parties primarily 
responsible for the scheme, i.e., the pro- 
ducers. 

At the time the 1937-41 agreements 
were under negotiation, it was estimated 
that maximum potential tin production 
of all signatory countries combined was 
270,000 tons per year. This figure was 
equivalent to approximately 130 per cent 
of the combined standard tonnages es- 
tablished by the agreement.** Quotas for 
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the year preceding the outbreak of war 
were set at low figures. For the quarter 
beginning July 1, 1938, and for each of 
the next two quarters the International 
Tin Committee established quotas at 35 
per cent of the standard tonnages. For 
the quarter beginning April 1, 1939, the 
quota was set at 40 per cent. 

When the International Tin Commit- 
tee met on June 14, 1939, to fix the quo- 
tas for the remaining two quarters of that 
year, the imminence of the war was not 
apparent to them. As a result, the quota 
was increased but slightly to 45 per cent 
of the standard tonnages. Although the 
war Clouds grew more ominous with each 
passing week, the committee pursued a 
policy of waiting before granting any fur- 
ther increase. Not until hostilities had 
actually begun was the quota revised. 

On September 2, following an ex- 
change of telegrams among the members 
of the committee, the quota for the last 
two quarters of 1939 was raised to 60 per 
cent. Eleven days later the quota for the 
third quarter was raised to 80 per cent. 
Within a week the quota was increased 
again to 100 per cent, and on October 2a 
further upward revision to 120 per cent 
was established retroactively. On the 
same day the committee increased the 
quota for the fourth quarter from 60 to 
70 per cent, and shortly afterward this 
quota was raised to roo per cent.”® 

28 Several years later, experience demonstrated 
that the production capacity of the controlled areas 


had been overestimated by approximately 6,000 
tons (see Tin, April, 1942, inside back cover). 


29 Information relating to the International Tin 
Committee’s numerous changes in production quo- 
tas was obtained from the following sources: Econo- 
mist, CXXXVII (October 14, 1939), 63; CX XXVIII 
(June 1, 1940), 984; Statist, CXXXIV (September 
23, 1939), 345, (September 16, 1939), 324, (Decem- 
ber 16, 1939), 625; CXXXV (April 6, 1940), 361; 
Tin, September, 1939, p. 2, October, 1939, p. 1; 
Mining Journal, CCVII (October 14, 1939), 901, 
(November 11, 1939), 950; CCVIII (March 2, 1940), 
139; Foundry Trade Journal, LXI (September 7, 
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For the first quarter of 1940 the quota 
was originally set at 60 per cent, but 
again several increases were made, and 
the figure was finally fixed at 120 per 
cent. The quota for the second quarter 
was established and maintained at 80 per 
cent of the standard tonnages. The quota 
for the third quarter was also originally 
established at 80 per cent but was sub- 
sequently raised. Under the terms of an 
agreement between the Metals Reserve 
Company of the United States and the 
International Tin Committee, signed 
June 28, 1940, a quota of 130 per cent 
was fixed for one year, beginning July 1, 
1940.°° 

This agreement was later renewed, so 
that the quota of 130 per cent continued 
in effect for the remainder of the period 
under discussion." Establishment of the 
130 per cent quota was virtually the 
same as removing all restrictions on pro- 
duction, since 130 per cent of the stand- 
ard tonnages was equal to the estimated 
total productive capacity of the signatory 
countries. 

Basically, the committee’s confusing 
quota policy during the first year of the 
war was probably a result of its failure to 
realize the magnitude of wartime de- 
mand for tin and its desire to prevent the 
accumulation of stocks. An American 
commentary on the committee’s policy is 
worth noting: “The people who regulate 
the flow of tin supplies still appear to be 
mightily afraid that unless they open the 
gates only a little at a time the demand 
will be drowned out and that there will 


1939), 178, (September 14, 1939), 192, (September 
21, 1939), 208, (October 19, 1939), 280, (November 
9, 1939), 332, (December 14, 1939), 420; LXII 
(February 29, 1940), 178, and (May 30, 1940), 410. 

3° Federal Loan Agency (Washington), Press Re- 
lease FLA-37, July 20, 1940. 

3 See Federal Loan Agency, Press Release FLA- 
137, May 14, 1941. 
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be a lot of surplus tin around which will 
wreck the control apparatus.” 

The halting increases in the tin quota 
fostered an artificial increase in the de- 
mand for tin, since tin-consumers and 
dealers, having small confidence that the 
cartel would authorize high levels of tin 
production and provide an adequate sup- 
ply, persisted in purchasing large quan- 
tities solely for stocking purposes.*? As a 
consequence of these two “planning” 
programs, operating independently and 
in opposition to each other, world tin 
prices soared, as might have been ex- 
pected. During the period in 1939 when 
maximum prices were established for 
British tin, some supplies of ore were di- 
verted away from the British market. 
Even Bolivian concentrates temporarily 
stopped coming to the United Kingdom 
during November, 1939.*5 The scarcity of 
spot tin became so acute in Great Britain 
before the end of 1939 that the govern- 
ment was forced to curtail severely the 
issuance of export licenses, and, for a 
time, the Metal Exchange was rationed 
to 25 tons a day. 

Conditions were ameliorated to some 
extent by the early retroactive liberaliza- 
tion of the quotas. Participating coun- 
tries released minehead stocks to aug- 
ment world supply.** Nevertheless, the 
unpredictable quota changes did militate 
against any material expansion of pro- 
duction during the first year of the war,’ 

32 C. S. French and Co., Inc., in a circular of Oc- 
tober 27, 1939, aS quoted in Mining Journal, CCVII 
(November 11, 1939), 968. 

33 Foundry Trade Journal, LXII (January 11, 
1940), 30. 

34 Metallurgia (Manchester, England), XXI (De- 
cember, 1939), 32. 

35 Metal Industry, LV (November 10, 1939), 493: 

36 Economist, CXXXVII (October 14, 1939), 63- 


37 U.S. Department of *the Interior, Mineral 
Trade Notes, XI (September 20, 1940), 15. 
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inasmuch as mining operations cannot be 
turned on and off like a spigot but must 
be planned months in advance.** 

The question of Great Britain’s with- 
drawal from the tin cartel was frequently 
raised during the early months of the 
war.*® Her withdrawal, as noted above, 
would have been fatal to the scheme. 
Whenever this question was raised in the 
House of Commons, however, the gov- 
ernment invariably responded that it 
did not consider the policies of the tin 
cartel inimical to the best interests of 
her war effort. In February, 1940, for ex- 
ample, the Secretary of State for the 
Colonies, in response to questions from 
the floor of the House of Commons, said: 
“I do not think that at present British 
interests are prejudiced by the continu- 
ance of the [tin] agreements.’’*° The fol- 
lowing month, in response to further 
questions, he stated: “I am satisfied that 
the arrangements made since the war 
{with respect to the changes in tin quo- 
tas] are such as the British representa- 
tives in the International Tin Commit- 
tee can properly support in present cir- 
cumstances.” 

The question of British withdrawal 
from the cartel arose again in June, 1940. 
This time the Secretary of State for the 
Colonies said: “I do not think it neces- 
sary or desirable in the national interest 
to bring the tin control scheme to an 
end.” Parliamentary opposition to the 


3 Mining Journal, CCVII (November 4, 1939), 
950. 

39 Under sec. 24 of the agreement a country at 
war had the right to request exemption from the ex- 
port quotas and to resign from the committee were 
this request denied. 

’ ° Parliamentary Debates (House of Commons), 
Vol. CCCLVII (February 28, 1940), col. 2091. 

* Ibid., Vol. CCCLVIII (March 13, 1940), col. 
1IgI. 

* Ibid., Vol. CCCLXII (June 26, 1940), cols. 
426 f. 
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cartel subsided after July, 1940, when 
the International Tin Committee, under 
the terms of the above-mentioned agree- 
ment with the Metals Reserve Company, 
virtually removed all limitations on the 
production and export of tin.* 

The government’s policy with respect 
to the tin cartel is difficult to understand. 
The cartel was restricting production 
and creating confusion in world tin mar- 
kets and producing areas at a time when 
British and world consumption was ris- 
ing and when producer and consumer 
confidence in the adequacy of future tin 
supplies was most desirable. One plau- 
sible explanation of the British govern- 
ment’s policy is the fact that it had great 
concern for the postwar economic condi- 
tion of the tin industry and the tin-pro- 
ducing areas in the Empire and was re- 
luctant to embark upon any course of 
action which might result in a collapse of 
the tin market after the war. This theory 
would also help to explain the fact that 
the cartel was kept alive after July, 1940, 
when there was no longer any restriction 
of tin-ore production. The continuance 
of the cartel kept the machinery in readi- 
ness for reimposition of restrictive con- 
trols over production as soon as the war 
ended.*4 

The participation of the British gov- 
ernment in an arrangement to restrict 
production of an important war material 
at a time when the nation was engaged in 

43 Federal Loan Agency, Press Release, FLA-37, 
July 20, 1940. 

44 The agreement between the Metals Reserve 
Company and the International Tin Committee 
stipulated that, after the war, the company would 
give the committee three months’ notice before dis- 
posing of any of its stock, so that the committee 
could adjust its quota policy accordingly. The agree- 
ment required that the company space its postwar 
releases of tin by at least three months, and it also 
imposed definite limits on the amount of tin the 
company could release at any one time (Federal 
pene Agency, Press Release, FLA-37, July 20, 
1940). 
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war and was close to the brink of disaster 
was foolhardy and misguided. Preven- 
tion of a postwar depression in some of 
the British colonies was certainly less 
urgent than winning the war. 


IMPORT CONTROL 


Although formal control over the im- 
port of many other nonferrous metals 
was introduced during the early days of 
the war, control of tin imports was not 
instituted until June, 1940, when licenses 
issued by the Board of Trade became 
mandatory for the importation of all 
commodities. Prior to this date, some 
informal control over tin imports had 
been exercised by the Ministry of Supply 
and the Board of Trade, through the al- 
location of freight space and restrictions 
on the use of foreign exchange.“ 

In October, 1941, the right to issue im- 
port licenses for smelted tin and for al- 
loys containing more than 50 per cent of 
tin was transferred to the Non-Ferrous 
Metals Control. This transfer of juris- 
diction was announced in Notice to Im- 
porters No. 100, which also pointed out 
that there was an “Open General License 
for the import of tin in blocks, slabs, in- 
gots and bars from the British Empire 
(except Palestine, Hong Kong and Trans- 
jordan).”’47 

Government control over imports of 
tin ore and metallic tin appears to have 
been relatively unimportant. Since a 
large portion of the ore used by Britain 
had to be obtained from overseas, the 
controls were not used to restrict imports 
of tin ore. The necessity of limiting im- 

48 The Import of Goods (Control) Order, 1940 


(1940), No. 873; an exception to this order was made 
for live quadruped animals. 


4°See Statist, CXXXVIII (July 19, 1941), 44; 
and Mining Journal, CCXVI (January 17, 1942), 
75- 

47 Board of Trade Journal (London), CXLIII 
(October 17, 1940), 235. 
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ports of metallic tin never arose, since 
British industry preferred domestically 
smelted tin. 

The amount of tin imported into Great 
Britain during the period under discus- 
sion was probably influenced more 
strongly by factors other than govern- 
ment import-control measures. The 
amount of tin reaching the shores of 
Britain frequently bore a relation to the 
number of sinkings in the Atlantic.* In- 
destructible materials such as tin were 
generally excluded from the benefits of 
the War Risks Insurance Act, 1939.” 
Many tin dealers were therefore disin- 
clined to import either tin ore or smelted 
tin. 

STOCKS 


It was essential that large stocks of tin 
be held in Great Britain during the war. 
Stock piles could be the only possible 
insurance against sinkings of ore ship- 
ments en route to England and against 
the possible destruction of the great 
smelters by bombing attacks. It was not 
until early in 1941, however, that the 
British government took any direct ac- 
tion toward accumulating such reserves. 
During 1941, when Japan’s differences 
with the British, Dutch, and Americans 
approached the breaking-point, the need 
for a large stock pile of tin was more 
acutely felt by the government. While 
Britain did not normally import large 
quantities of ore from the Far East, the 
capture of these areas by the Japanese 
would force the British to share the out- 
put of ore in the remaining areas with 
her allies and with the neutral countries. 


THE BUFFER STOCK 


When hostilities commenced in 1939, 
large stocks of smelted tin were held in 
Great Britain in the buffer stock of the 

48 New York Times, October 19, 1941. 

49 2d & 3d Geo. 6, c. 57. 
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tin cartel.s° The avowed purpose of this 
Buffer Stock Scheme was to prevent 
wide fluctuations in tin prices. Under the 
terms of the 1938 agreement, the Buffer 
Stock Executive of the tin cartel was au- 
thorized to buy tin on the open market 
when the price fell below £200 and to 
sell tin from the stock when prices rose 
above £230." 

The operations of the executive were 
reported to have resulted in the ac- 
cumulation of 15,000 tons of tin in the 
buffer stock before the outbreak of the 
war. No attempt was made to maintain 
these stocks as a strategic reserve. The 
stocks held by the Buffer Stock Execu- 
tive did, however, play an important 
role in stabilizing prices during the first 
two and one-half weeks of the war.* It 
was not long before the executive had to 
restrict its releases because its stock was 
rapidly diminishing. By the end of 1939, 
its entire stock of 15,000 tons was ex- 
hausted.s* No measures were undertaken 
by the International Tin Committee or 
by the Buffer Stock Executive to build 
up a new stock pile. With high prices of 
tin virtually assured, there was no longer 
any reason for the cartel to maintain a 
buffer stock. 


PRIVATE STOCKS 


At the end of August, 1939, privately 
held stocks of tin in public warehouses 
amounted to 9,393 tons, as compared 
with the 15,000 tons reportedly held in 


8° Economist, CXXXVI (September 23, 1939), 
579. 

St Papers Relating to the International Tin Control 
Scheme (1938), pp. 12 ff. The International Tin Com- 
mittee was authorized to change these limits, but it 
never exercised this right. 

% Statist, CXXXIX (May 23, 1942), 380. 

8) Maximum prices were not established by the 
government until September 18, 1939. 

54 Statist, CXXXIX (May 23, 1942), 380; Mining 
Journal CCX (August 24, 1940), 531. 
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the buffer stock. For many months after 
the buffer stock was exhausted, privately 
held stocks in public warehouses con- 
stituted the largest reserve of tin in Great 
Britain. The government exercised an in- 
direct influence on the size of these stocks 
through its control over exports. On sev- 
eral occasions, government policy with 
respect to tin exports was altered in such 
a way as to cause either an increase or a 
decrease of stocks in public warehouses. 


TABLE 2 


STOCKS OF TIN IN PUBLIC WAREHOUSES 
AT THE END OF EACH MONTH* 
(Long Tons) 


1940 





4,187 
4,244 
3,007 
2,183 
3,047 
3,59° 
4,53° 
4,632 
4,320 
4,848 
§+9°5 
n.a. 


Jan., 
Feb., 
Mar., 
Apr., 
May, 
June, 
July, 
Aug., 
Sept., 
Oct., 
Nov., 
Dec., 


3,494 
2,529 
I 2713 
1,691 
2,000 
2,211 
2,323 
2,134 
3,620 
4,251 
4,035 
5,209 


Mar., 
Apr., 
May, 
June, 
July, 
Aug., 
Sept., 
Oct., 
Nov., 


Dec., 


Aug., 9,393 
Sept., 6,800 
Oct., 4,138 
Nov., 3,106 
Dec., 2,284 








* Figures for August, 1939, to August, 1941, from Statistical 
Bulletin of the Tin Research Institute (Middlesex, England); fig- 
re _ ptember—November, 1941, from Tin, January, 1942, 

These stocks, however, could not have 
been considered as a strategic war re- 
serve. The amount of tin held in public 
warehouses was at all times relatively 
small. During the month when they 
reached their highest level, for example, 
they were sufficient to furnish Britain’s 
tin requirements for less than three 
months. Most of the time they were con- 
siderably below that point. At their low- 
est level, they could support less than 
one month of British tin requirements. 
Moreover, the size of the stocks held in 
public warehouses varied sharply from 
month to month. 

Additional private stocks of tin were 
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held as inventories by smelters and in- 
dustrial users. No accurate information 
with respect to the size of these stocks is 
available for the period under discus- 
sion.5 Nevertheless, it seems unlikely 
that they were ever large enough to be 
properly considered as a strategic or sup- 
plementary reserve. 


GOVERNMENT STOCKS 


During the first year of the war, the 
government bought only small amounts 
of tin, and these small purchases were 
probably made for use in the Royal Ord- 
nance Factories.*° In October, 1940, the 
Minister of Supply was reported to have 
taken steps to create a stock pile of tin.5’ 
This stock pile, however, was conceived 
as a buffer pool to maintain price rather 
than as a strategic reserve. Purchases 
were made for the stock pile whenever 
the price of tin on the domestic market 
fell below £258 per long ton.* 

The creation of a strategic reserve by 
the government apparently was not con- 
sidered necessary at the time. Stocks in 
public warehouses were rising to new 
high wartime levels, and there seemed to 
be no threat of losing the source of sup- 
ply to the enemy. The creation of a stock 
pile to support domestic prices did ap- 
pear desirable to the government, since 


5s The government did take steps to ascertain the 
size of these stocks by means of a questionnaire sent 
to merchants and consumers of tin in June, 1941 (see 
Foundry Trade Journal, LXTV [June 26, 1941], 438). 
The results of this survey, however, have been kept 
secret. 


86 According to the president of the Board of 
Trade, “only a small amount of tin was bought in 
1939, and . . . . it was bought at the most favorable 
price ruling at the time” (Parliamentary Debates 
[House of Commons], Vol. CCCLXII [June 18, 
1940], col. 38). 


8? Financial News (London), October 11, 1940; 
Metal Industry, LVII (November 1, 1940), 358. 

$8 Statist, CXXXVI (October 26, 1940), 333; 
Financial News, October 11, 1940. 
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British tin prices had been declining for 
some months and they were drawing 
even farther away from the higher world 
price. 

Not many months later, however, the 
Ministry of Supply changed its policy 
and began to accumulate a strategic re- 
serve. In March, 1941, the Minister of 
Supply stated in Parliament that “pur- 
chases on Government account have 
been made from time to time at varying 
prices but it would not be in the public 
interest to publish the quantity or the 
cost.”’5° Although the extent of these 
governmental purchases was held secret, 
the fact of the purchases, which appar- 
ently were quite large, did not escape the 
attention of persons who closely watched 
the tin market. One may note several 
references in the trade journals during 
subsequent months to the likelihood that 
“a considerable tonnage [was] held on 
Government account.’ 

The reversal in British policy toward 
stock-piling was dictated by conditions 
that did not promise well for the future. 
A fact of immediate importance was that 
British ships had been sunk at a faster 
rate during the winter months. In addi- 
tion, British officials were probably be- 
coming wary of Japan’s intentions. It 
was during February, 1941, that Japan 
strengthened her bases in Hainan, in 
Formosa, and in northern Indo-China 
and reinforced her naval units in the 
Gulf of Siam. 


DOMESTIC CONSUMPTION 


Great Britain was more adequately 
supplied with tin than with many of the 
other important metals. Controls over 
demand equally as comprehensive and 


5° Parliamentary Debates (House of Commons), 
Vol. CCCLXIX (March 5, 1941), col. 915. 

6° See, e.g., Metai Industry, LVIII (April 11, 
1941), 338. 
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rigorous as those employed for some of 
the other metals were, therefore, not 
necessary. Ample supplies for essential 
civilian industries, war uses, and the 
government’s stock-pile program were 
possible without the adoption of equally 
rigorous measures. The licensing device 
was never employed to control domestic 
use of tin, and free trading in tin on the 
Metal Exchange was permitted during 
1940 and 1941. Although some indirect 
controls over the use of tin had been ex- 
ercised by the government from the very 
beginning of the war, direct government- 
al limitation, designed to eliminate cer- 
tain nonessential uses, was not instituted 
for almost a year after the war began. 


THE LONDON METAL EXCHANGE 


On Friday, September 1, 1939, the 
London Metal. Exchange was closed by 
the government, and it remained closed 
until September 6. The Exchange was 
then permitted to open for 15 minutes 
daily for trading in tin. Trading of a con- 
siderable volume occurred during the 
first few days. Releases from the buffer 
stock of the tin cartel were ample to cover 
most needs, however, and trading was 
conducted in an orderly manner.* From 
September 13 to September 18 the Ex- 
change was again closed by the author- 
ities in order to facilitate promulgation of 
a maximum-price order. Trading was 
subsequently continued on a more mod- 
erate scale. 

After six weeks of releasing tin on the 
Metal Exchange, the Buffer Stock Execu- 
tive realized that its stocks would soon 
be depleted. Thereupon, the Interna- 
tional Tin Committee and the Buffer 


% Metal Industry, LV (September 8, 1939), 235. 


" Tin, September, 1939, p. 2. 


*’ The Control of Tin (No. 1) Order, 1939 (1939), 
No. 1219, issued September 17, 1939. 
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Stock Executive decided to release only 
emergency rations of 25 tons a day to 
the market. This quota was to be sold in 
5-ton lots to the most important users.*¢ 
The Priority Committee, a subcommittee 
of the Metal Exchange, was to decide 
as to the relative importance of the com- 
peting demands. Full information on the 
intended use of the metal was required of 
each purchaser. Government orders were 
given preference.® 

The decision of the International Tin 
Committee to release 25 tons of tin each 
day on the Metal Exchange, at the ex- 
pense of losing its entire stock, in reality 
represented no sacrifice on the part of the 
cartel. Indeed, with high prices of tin vir- 
tually assured, there was no longer any 
need for the buffer pool. Nevertheless, 
the job of the Priority Committee was 
not a happy one. Since the quota was 
far short of satisfying all demands, a long 
waiting list soon formed.” The problem 
of deciding as to the relative importance 
of various uses must have been per- 
plexing. 

Whether the control authorities acted 
wisely in allowing a subcommittee of the 
exchange to ration the small amount of 
tin sold daily, instead of assuming the 
responsibility themselves, is open to 
question. It appears to the writer that it 
would have been preferable for the gov- 
ernment to assume direct control over 
the distribution of the meager supplies 
of tin to those who wished to buy it. The 
government could thus have made cer- 
tain that war needs were served first. 

Nevertheless, there is no evidence of a 
shortage of tin for war work during this 


$s Foundry Trade Journal, LXI (October 1g, 
1939), 280. 

*s Mining Journal, CCVII (October 21, 1939), 
925. 

% Foundry Trade Journal, LXI (October 26, 
1939), 296. 
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period.*?7 Some consumers probably 
bought tin directly from the smelters, al- 
though this practice does not appear to 
have been widespread. Private stocks 
apparently filled most of the tin require- 
ments of British industry during this 
period. 

As a consequence, stocks held in public 
warehouses fell from 6,800 tons at the 
end of September to 2,284 by the end of 
December, 1939. The sharp decline in 
stocks was disconcerting to the govern- 
ment. It became evident that more than 
the restricted amounts available for trad- 
ing would shortly be required. By the 
third week of November, fortunately, 
considerable supplies of concentrates ar- 
rived in Britain, and these were quickly 
sent to the smelters.°® The new tin eased 
the shortage. More concentrates con- 
tinued to arrive, and in larger quantities 
than the manifest demand.” By the sec- 
ond week in December, 1939, the Priority 
Committee had served its usefulness and 
was disbanded. Fear that supplies would 
not meet “‘national needs” did not arise 
again until after Pearl Harbor. 

Looking back now, it is apparent that 
the events of October to December, 1939, 
emphasized the necessity for and value 
of a government stock-pile program for 
tin. The British government, however, 
waited until 1941 before it took steps to 
build up a strategic reserve of this metal. 


INDIRECT CONTROL 


Tin is used in many products in con- 
junction with another metal. In such 
cases the other metal generally consti- 
tutes the greater proportion of the weight 


7 Statist, CXXXIV (November 25, 1939), 547; 
Metallurgia, XXI (December, 1939), 32. 

68 Mining Journal, CCVII (October 21, 1939), 
925. 

% Statist, CXXXIV (November 25, 1939), 547. 

7 Ibid., CXXXV (January 6, 1940), 5. 
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of the product. Scarcities of the accom- 
panying metal will, therefore, tend to 
limit the demand for tin. 

During the period under discussion 
some reduction in the demand for tin in 
Great Britain was effected by the sharp 
curtailment of nonessential uses of other 
nonferrous metals, notably, aluminum, 
copper, lead, and zinc. More important 
as a limiting factor, however, was the 
scarcity of steel and the resultant de- 
cline in the production of tin plate. 

On September 1, 1939, an order was 
issued requiring a license from the Min- 
istry of Supply for all purchases of tin 
plate, with certain exceptions.” Subse- 
quent orders changed the provisions of 
this first one but slightly.” By 1940, 
however, a procedure was developed 
whereby domestic requirements for tin 
plate were determined on a quarterly 
basis, and licenses were allocated in ad- 
vance in accordance with the predeter- 
mined requirements.’ Except for the 
last quarter of 1940, there were succes- 
sive reductions in the amount of tin plate 
allocated.’ 


™ The Control of Iron and Steel Order, 1939 (1939), 
No. 1005. Purchases for government departments, 
local authorities for defense purposes, air-raid pre- 
cautions, and for important industrial purposes, 
such as repair and maintenance of railways, ship- 
building, and so forth, could be made without license. 


7 These orders are as follows: The Control of 
Iron and Steel (No. 4) Order, 1930 (1939), No. 1533; 
issued October 31, 1939; The Control of Iron and 
Steel (No. 4) Order, 1939, Direction No. 2 (1939), 
No. 1870, issued December 22, 1939; The Control 
of Iron and Steel (No. 6) Order, 1940 (1940), No. 127, 
issued January 29, 1940; The Control of Iron and 
Steel (No. 10) Order, 1940 (1940) No. 1118, issued 
June 28, 1940; The Control of Iron and Steel (No. 13) 
Order, 1940 (1940), No. 1910, issued October 209, 
1940; The Control of Iron and Steel (No. 15) Order, 
1941 (1941), No. 1o10, issued July 12, 1941. 

13 Statist, CXXXV (March 30, 1940), 331. 

74 Special circumstances caused the control au- 
thorities to raise the allocation for the final quarter 


above the third-quarter allocation. Since both prime 
and secondary tin plate were quoted at the same 
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These restrictions on the use of tin 
plate sharply curtailed the activity of the 
tin-plate industry and, consequently, the 
demand of that industry for tin. By De- 
cember, 1941, according to one source, 
less than half the tin-plate mills in Wales 
were being operated, and many of them 
were working only part time.’ 

Because of these controls over tin 
plate, substantial quantities of tin were 
made available for more important pur- 
poses. The tin-plate controls, however, 
did not create a surplus of tin which 
might be used for nonessential purposes. 
Tin was, perhaps, not so scarce that the 
shortage was considered critical, but cer- 
tainly it was not available in sufficiently 
large quantities to meet all needs. 


DIRECT CONTROL 


Direct governmental limitation of the 
use of tin in end-products was not insti- 
tuted for almost a year, although such 
controls were suggested during Febru- 
ary, 1940. The Ministry of Supply did 
not believe, at that time, that such re- 
strictions were necessary.” On July 20, 
1940, however, the first of a series of or- 
ders limiting the use of tin in end-prod- 
ucts appeared.”? This order prohibited 
the use of tin plate, tinned sheet, terne 
plate, and terne sheet as containers for 
animal foods, certain other foods, bath 
crystals and salts, cigarettes, and cos- 
metic and toilet creams, as well as for 


price, consumers had been neglecting the secondary 
metal in favor of the primary, and large stocks of 
secondary tin plate had accumulated. The author- 
ities hoped that an increased allocation would lead 
to the absorption of these stocks of secondary metal 
(Statist, CXXXVI [September 14, 1940], 221). 


5 Economist, CXLI (December 6, 1941), 697. 


% Parliamentary Debates (House of Commons), 
Vol. CCCLVII (February 28, 1940), cols. 1178 f. 


1” The Control of Tins and Cans (No. 1) Order, 
1940 (1940), No. 1308. 
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certain other commodities. It also pro- 
hibited the use of these materials in ad- 
vertising novelties, show cards and dis- 
plays, oil cabinets, waiter trays, and 
several other articles. For certain prod- 
ucts the use of small-size tin cans was 
prohibited, and for others the use of but 
one size was permitted. An estimated 
yearly saving of 40,000-50,000 tons of 
tin plate was expected to result from this 
order.”* 

The second of these orders added a 
few items to the schedule of products for 
which the use of tin cans was prohibit- 
ed.”° The third order deleted honey and 
liquid soap from the schedule of prohibi- 
tions.*° The fourth order revoked the 
preceding orders but provided a larger 
schedule of items for which the use of 
tin cans was prohibited.** An estimated 
additional saving of 30,000-40,000 tons 
of tin plate was expected to result from 
this order.™ 


VOLUME OF CONSUMPTION 


Despite restrictions on the use of 
steel, tin cans, and tin alloys, consump- 
tion of tin in Great Britain appears to 
have increased during the war. Figures 
on Britain’s pre-war and wartime tin 
consumption are presented in Table 3. 


EXPORTS 


Early in September, 1939, Mr. Oliver 
Standley, president of the Board of 
Trade, emphasized that, in evaluating 
the various demands upon the nation’s 
resources, a high priority rating would be 


% Statist, CXXXVI (July 27, 1940), 74. 

7° The Control of Tins and Cans (No. 2) Order, 
1940 (1940), No. 1513, issued August 19, 1940. 

8° The Control of Tins and Cans (No. 3) Order, 
1940 (1940), No. 2200, issued December 31, 1940. 

8: The Control of Tins and Cans (No. 4) Order, 
1941 (1941), No. 561, issued April 22, 1941. 

82 Metallurgia, XXIV (May, 1941), 34. 
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given to export industries. This policy 
was advisable, he claimed, in order to 
enable Britain to pay for the imports she 
needed. Manufacturers and exporters 
were accordingly urged to “take full ad- 
vantage of all opportunities to export.’’*+ 
During the greater part of the period 
under discussion, however, tin was not in 
large enough supply to make a signifi- 
cant contribution to British export trade. 

On the contrary, British exports of 
tin fell off sharply during the first com- 


TABLE 3 


BRITISH TIN CONSUMPTION, 1935-41* 
(In Long Tons) 


* Statistical Bulletin of the Tin Research 
Institute. ‘Consumption figures represent a 
parent consumption being calculated by su 
tracting exports from imports, with adjust- 
ments for ceenges in stocks.’’ Since the insti- 
tute did not know the exact amount of gov- 
ernment stocks during 1940, estimates 
are subject to error. The 1941 consumption 
was estimated by multiplying by twelve the 
average monthly consumption from January 
to October, the only months during 1941 for 
which data are available. 


plete year of war. In 1939 Britain’s total 
exports of tin blocks, ingots, bars, and 
slabs amounted to 18,523 tons. In 1940 
these exports declined to 13,687 tons.* 
Exports to the United States, which in 
both years furnished the most important 
market for British tin, fell from 10,665 
tons in 1939 to 4,423 tons in 1940. Ex- 
ports to the Soviet Union dropped from 
1,250 tons in 1939 to 200 tons in 1940.*5 

83 Parliamentary Debates (House of Commons) 
Vol. CCCLI (September 6, 1939), col. 542. 

84 Great Britain, Annual Statement of the Trade 
of the United Kingdom with British Countries and 
Foreign Countries (1942), III, 61. Data for 1941 are 
secret. 

8s Exports of British tin to France and to British 


Emp  ountries increased from 1939 to 1940, but 
these increases were insufficient to compensate for 
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Although official data for 1941 are not 
available, it seems likely that British ex- 
ports of tin declined even further in that 
year. 

In spite of persistent pressure by the 
tin industry for permission to export 
large quantities of tin, the Board of 
Trade carefully husbanded the country’s 
supply. Control over the export of tin by 
means of license was instituted at an 
early date and was continued throughout 
the period under discussion. 

One week before the outbreak of war, 
Britain prohibited the export of tin in 
blocks, ingots, bars, and slabs except un- 
der license granted by the Board of 
Trade.® This order was replaced on Sep- 
tember 1 by a new order containing the 
same provisions with respect to tin.*’ An 
order issued on January 1, 1940, consoli- 
dated all previous orders controlling ex- 
ports and added some new prohibitions.™ 
Tin matte and tin alloys in certain speci- 
fied forms, e.g., rods and wire, were add- 
ed to the list of tin products which could 
not be exported without license. On 
February 3, 1940, an amendment to the 
consolidated order was issued, requiring 
a license for the export of unwrought tin 
alloys, such as pigs, ingots, blocks, etc.*® 
Shortly afterward, tin ore, tinned plates 
and sheets, and additional unwrought 
tin alloys were added to the list of prod- 


the drop in exports to other countries. French im- 
ports of British tin rose from 899 tons in 1939 to 
4,423 tons in 1940. The entire 4,423 tons must have 
been imported before July, since France surrendered 
to the Germans on June 21. Exports of tin to British 
Empire countries rose from 1,080 tons in 1939 to 
1,954 tons in 1940 (ibid.). 

86 The Export of Goods (Prohibition) Order, 1939 
(1939), No. 945. 

87 The Export of Goods (Prohibition) (No. 2) Order, 
1939 (1939), No. 1024. 

88 The Export of Goods (Control) Order, 1940 
(1940), No. 1. 

8° The Export of Goods (Control) (No. 3) Order, 
1940 (1940), No. 166. 
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ucts for which export licenses were re- 
quired.” A further consolidation of ex- 
port orders was effected on November 4, 
1940, but no new provisions with respect 
to tin were provided.” 

During the first two months of the 
war, export licenses were freely supplied 
for shipments to the United States, and 
Britain sent large quantities of tin to this 
country.” Immediately after the out- 
break of war the Buffer Stock Executive 
sent large supplies to New York, where 
the demand was great and the price was 
very high. By October, however, it be- 
came apparent that the policy of send- 
ing large amounts of tin to New York 
could not be continued indefinitely. 
Stocks in Great Britain’s public ware- 
houses shrank by about 67 per cent be- 
tween the end of August and the end of 
October, 1939. New York was proving 
to be a “bottomless pit” as far as tin de- 
mand was concerned. 

Accordingly, the Board of Trade an- 
nounced, on October 30, that export li- 
censes for metallic tin would be tem- 
porarily suspended. Apparently, this ban 
lasted for only a short while, however. 
When the issuance of export licenses was 
resumed, they were granted freely to 
France but sparingly to other countries.” 

In January, 1940, when British stocks 
of tin were somewhat larger, it was an- 
nounced that export licenses would be 

% The Export of Goods (Control) (No. 8) Order, 
1940 (1940), No. 351. 

* The Export of Goods (Control) (No. 39) Order, 
1940 (1940), No. 1932. 

* Foundry Trade Journal, LXI (October 26, 
1939), 296. 

% Tin, October, 1939, p. 1. 

% Foundry Trade Journal, LXI (October 12, 
1939), 262. 

% Mining Journal, CCVII (November 11, 1939), 
972. 

* Quin’s Metal Handbook and Statistics, 1941 
(London), p. 26. 
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granted somewhat more freely than they 
had been in previous weeks.*’? The op- 
timism that developed among tin ex- 
porters was quickly dissipated, however. 
It was soon realized that American buy- 
ers were filling most of their needs in the 
East and that they manifested little in- 
terest in British tin.** Nevertheless, by 
March, 1940, a large portion of the ex- 
port trade with the United States had 
been recovered. 

A new damper was placed on foreign 
demand for tin when, during the second 
week of March, the government ruled 
that, effective March 25, the sale of tin 
in the form of blocks, ingots, bars, and 
slabs from the United Kingdom and 
producing colonies must be paid for at 
the official rate of exchange. Prior to 
the issuance of this order, tin had fre- 
quently been purchased at the unofficial 
rate of exchange. The new regulation 
thus had the effect of increasing the 
price of tin to foreign buyers. Even be- 
fore the order became effective, there- 
fore, “a considerable decline was noticed 
in foreign demand for British tin.’’*°° 

During September, 1940, a more strin- 
ent policy was adopted with regard to the 
granting of export licenses, and the num- 
ber of licenses granted was sharply re- 
stricted.** The effect of this policy was 
reflected in the small amount of tin which 
left British shores during the following 
month. In October, however, the Min- 
istry of Supply recommended that in fol- 
lowing months the Board of Trade grant 

97 Foundry Trade Journal, LXII (February 1, 
1940), TIO. 

9 Statist, CXXXV (February 3, 1940), 118. 

% Order in Council Adding Regulation 5B to the 
Defense Finance Regulations, 1937 (1940), No. 291. 

100 Economist, CXXXVIII (March 23, 1940), 
534- 


101 Tbid., CXXXIX (September 7, 1940), 322; 
Foundry Trade Journal, LXIII (September 12, 
1940), 182. 
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licenses more freely for the export of tin, 
particularly to the United States.'*” As 
a consequence, tin exports to the United 
States rose sharply during November 
and December, 1940. 

In a ruling laid down March 8, 1941, 
the Board of Trade stipulated that ap- 
plications to export tin in any one month 
must be filed by the fifteenth day of the 
preceding month and that exports li- 
censed for a given month must take place 
during that month.'** Previously, a con- 
siderable period of time had sometimes 
elapsed between the granting of the li- 
cense and the actual shipment of the tin. 
This tightening-up of the supervision of 
tin exports was one reflection of a basic 
change which had occurred in Britain’s 
general export policy. 

Production for war was absorbing an 
ever larger portion of the gross national 
product, and the level of civilian con- 
sumption was approaching a point be- 
yond which it would not be wise to de- 
press it. Furthermore, the military out- 
look was exceedingly gloomy. Britain 
was forced to look about for new means 
to increase her war effort. Accordingly, 
there was developed a new and less en- 
couraging policy toward exports. Ex- 
ports were no longer to be granted the 
preferential treatment they had received 
during the first year of the war. Instead 
of the previous policy, which had en- 
couraged almost all exports, a “‘selec- 
tive policy”’ was adopted, which was de- 
signed to permit only those exports 
which would help the British war effort 
in a positive way." 

102 Sjatist, CXXXVI (September 28, 1940), 258. 

103 Foundry Trade Journal, LXIII (December 4, 
1941), 372. 

104 See the statement by Mr. Lyttelton, president 
of the Board of Trade, in Parliamentary Debaies 
(House of Commons), Vol. CCCLXXI (April 29, 


1941), cols. 336 f. Adoption of this export policy fol- 
lowed, by only a short interval, President Roose- 


In April it was ruled that no licenses 
for the export of tin to foreign countries 
would be issued during the following 
month."** The ruling caused a decided 
slump in Britain’s tin export trade. In 
May an announcement was made that 
the ban would be continued “for some 
considerable time’’ as it was the “British 
Government’s wish to preserve domestic 
holdings.”*® The announcement extend- 
ing the ban stated that some considera- 
tion might be given to a foreign request 
for tin supplies, but only if it could be 
clearly shown that the tin was required 
for purposes directly connected with the 
British war effort."°? Inasmuch as the 
United States was not involved in the 
war at that time, she could not request 
British tin.*°* On October 16, 1941, the 
Board of Trade reaffirmed this policy of 
prohibiting tin exports and indicated that 
the policy was not likely to be changed in 
the near future.*°? During November, 
trade interests requested that the ban be 
relaxed, but the request was denied.”° 


PRICES 


Formal control of tin prices, instituted 
by the British government about two 
velt’s signing of the Lend-Lease Act (March 11, 
1941). The Lend-Lease Act may have helped to 
bring about the change, since it lessened Britain’s 
need for foreign exchange. The dictates of the British 
war economy, however, were surely more important. 


105 New York Times, April 20, 1941. 

16 Thid., May 25, 1941. 

107 Foundry Trade Journal, LXIV (May 29, 
1941), 368. 

8 Moreover, the United States was making all 
her tin purchases from other places, mainly from the 
Far Eastern smelters (see New York Times, October 
19, 1941). 

"9 Foundry Trade Journal, LXV (October 16, 
1941), 264; Statist, CX XXVIII (October 18, 1941), 
272. 

110 Metal Indusiry, LIX (November 14, 1941), 
318. 
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WARTIME CONTROL OF TIN IN GREAT BRITAIN 


weeks after the war began, was main- 
tained for only a brief time. A study of 
tin prices before, during, and after this 
brief period of direct control, however, 
will shed some light on an important 
phase of the wartime control of tin. In 
addition, many other activities of the 
British government and the Internation- 
al Tin Committee, since they influenced 
supply of and demand for tin, had some 
effect on the movement of tin prices. A 
study of tin prices will, therefore, pro- 
vide some basis for assessing the effec- 
tiveness of a number of other policies 
adopted with respect to tin. 

For several months preceding the war 
the price of tin in London was relatively 
stable. Average monthly prices between 
May and August, 1939, ranged from 
£226 to £230 per long ton for Standard 
tin. No sharp rise occurred when war 
began. The quick action of the govern- 
ment in closing the Metal Exchange im- 
mediately upon the outbreak of the war 
probably prevented an immediate sharp 
speculative rise in tin prices. Even after 
the Exchange was reopened on Septem- 
ber 6, tin prices remained fairly stable, 
although no direct control cver them 
was as yet introduced. 

A number of factors contributed to 
the stability of tin prices. It was general- 
ly felt that the war would not hamper 
production of tin ore or the smelting of 
tin. The International Tin Committee’s 
successive increases in the tin quota pro- 
vided some additional assurance of ade- 
quate supplies. The Buffer Stock Execu- 
tive supplied large quantities of tin for 
trading. Limitation of the trading period 
on the Exchange to a mere 15 minutes 
each day prevented the full pressure of 
demand from being felt. European tin 
consumption was not expected to in- 
crease as a result.of the war. In addition, 
the fact that the government immediate- 
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ly set maximum prices for the other ma- 
jor metals at August levels gave some as- 
surance to buyers that the Ministry of 
Supply would not countenance inordi- 
nately high tin prices. 

Tin prices in New York, on the other 
hand, skyrocketed. Throughout Septem- 
ber, American demand seemed _insa- 
tiable, even at the current prices, which 
were very high. The uninterrupted rise 
in tin prices in New York during the 
first month of the war caused the British 
control authorities no little concern. 
During the second and third weeks in 
September, conferences were held among 
representatives of the Ministry of Sup- 
ply, the Buffer Stock Executive, the 
Colonial Office, and the United States 
government, with a view to restoring 
more normal conditions in the American 
tin market.™ 

On September 18, 1939, the British 
government decided to set maximum 
prices for tin at £230 per long ton." The 
decision to fix maximum prices was prob- 
ably based in part on the fact that, al- 
though London tin prices had not yet 
climbed sharply, demand was great rela- 
tive to the amount of tin held by the 
Buffer Stock Executive and was likely to 
exhaust the buffer stock before very long. 
In addition, no new supplies of concen- 
trates were arriving to replenish British 
stocks. Under the circumstances, it was 
probably feared that the panic in the 
New York market would spread to Lon- 
don unless preventive measures were 
taken. 

The maximum price for Standard tin 
was set at £230 per long ton ex producers’ 
works. Maximum prices set for other 
types of tin were as follows: tin assaying 


"11 Ouin’s Metal Handbook and Statisiics, 1940, 
Pp. 130. 

12 The Control of Tin (No. 1) Order, 1939 (1939), 
No. 1219. 
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not less than 99 per cent but less than 
99-75 per cent, £230; tin assaying 99.75 
per cent and upward, £230 10s. The 
seller was permitted to add the cost of 
shipment to the buyer’s premises and the 
“increases and extras customary for spe- 
cial shapes and sizes, and for sales of 
quantities of less than one ton.” 

Few objections were made by mem- 
bers of the tin industry against the level 


CHART I 


AVERAGE MONTHLY TIN PRICES IN LONDON 
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York ome are from Metal Statistics, 1942 (New York: American 
Metal! Market, 1942), p. 425. New York prices are converted to 
pounds sterling at the free rate of exchange up to March, 1940, 
and after this month at the official rate of exchange published in 
the Federal Reserve Bulletin (Washington: U.S. Board of Gover- 
nors of the Federal Reserve System). 


at which maximum prices were set. Rep- 
resentation was made to the Ministry of 
Supply, however, for permission to ex- 
port tin to the United States at prices 
higher than the maxima. The ministry 
acceded to this request with the stipula- 
tion that premiums for such sales were 
to be kept at reasonable levels. This con- 
cession to British tin exporters, it was 
believed, would have a salutary effect on 
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the New York market.’ The fixing of 
maximum prices in Great Britain, to- 
gether with this concession, apparently 
did have such an effect. Tin prices in 
New York began to decline almost im- 
mediately, although they did not fall 
to the level of London prices™‘ (see 
Chart I). 

British exporters, however, desired 
larger premiums over maximum prices 
than those allowed by the Ministry of 
Supply. The president of the Board of 
Trade, the chancellor of the Exchequer, 
and the secretary of state for the colonies 
were asked to permit the export of tin to 
the United States at the prices prevailing 
in this country. The request was denied 
by each of the ministers." 

Before long, the tin situation eased 
somewhat in Britain. The International 
Tin Committee was permitting unprece- 
dentedly high export quotas, and concen- 
trates were being received in large quan- 
tities. In addition, tin prices in New York 
had declined after September. On De- 
cember 11, 1939, the maximum-price or- 
der was revoked.” The price of tin re- 
mained free of direct control for the re- 
mainder of the period discussed in this 
study. 

Immediately after decontrol, there 
was a marked spurt in demand, and tin 
prices rose sharply. During the first ten 
days of decontrol, trading on the Metal 
Exchange rose to an average of about 
400 tons daily, and prices jumped from 


13 Statist, CXXXIV (September 30, 1939), 367- 
4 New York prices are cash for Straits tin, and 
London prices are cash for Standard tin. Straits tin 
is generally x cent a pound higher than Standard 
tin. The difference amounts to approximately £5.5 
per long ton at the official rate of exchange of $4.035- 


"5 Parliamentary Debates (House of Commons), 
Vol. CCCLV (December 5, 1939), cols. 417, 485; 
(December 6, 1939), col. 659. 

16 The Control of Tin (No. 2) Order, 1939 (1939); 
No. 1763. 
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£230 to over £270 per long ton.”’ While 
some purchases during those first ten 
days were undoubtedly made for pur- 
poses of speculation, the large volume of 
trading was not due entirely to specula- 
tive buying. For almost two months pre- 
viously, only 25 tons a day had been sold 
on the Metal Exchange, and during this 
period of restricted sales private stocks 
had declined. In some quarters it was 
felt that an error had been made in free- 
ing the market altogether and permitting 
the element of speculation to arise." 
The symptoms of instability in the tin 
market, which must have been discon- 
certing to the Ministry of Supply, disap- 
peared even before the year expired. 
Nevertheless, it appears that decontrol 
of tin prices was ill advised. 

From February to June, 1940, average 
monthly tin prices rose steadily in Great 
Britain.*® These price rises may be 
ascribed to the following factors: (1) the 
war brought about an increase in the 
cost of producing tin; (2) domestic de- 
mand had increased as a result of war re- 
quirements; (3) export licenses were be- 
ing granted more liberally by the Board 
of Trade, especially to France; (4) ex- 
ports to the United States and other 
countries were being sold at prices higher 
than those prevailing in London; (5) un- 
certainty as to the export policy of the 
International Tin Committee was preva- 
lent; (6) the German invasion of Holland 
caused some anxiety with respect to sup- 
plies from the Dutch East Indies; and 
(7) Italy’s entrance into the war brought 
fears that the shipping lanes through the 
Mediterranean might not remain open. 
The latter two factors caused a sharp 

"7 Economist CXXXVII (December 16, 1939), 
431. 

"8 Metal Industry, LV (December 22, 1939), 539. 


"9 When day-to-day prices are considered, the 
trend is decidedly less regular. 
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speculative rise in prices, based on fears 
of shortages that were not wholly real- 
ized. 

On June 28, 1940, the Metals Reserve 
Company of the United States decided to 
purchase all “excess tin” at 50 cents a 
pound c.i.f. United States ports, which 
was equivalent to £277.6 per long ton.” 
This decision was tantamount to the fix- 
ing of a floor for world prices. Indeed, 
subsequent to the signing of this agree- 
ment, the American price for tin never 
fell below this level. The British market, 
being insulated from the influence of 
prices abroad by restrictions on foreign 
trade, experienced a steady decline of tin 
prices from June to September, 1940. 
The British price of tin, however, was at 
all times well above the £230 level which 
prevailed when war broke out and which 
had been fixed as the maximum price 
under the short-lived price-control order. 

This decline in the price of tin in Great 
Britain may be attributed to the military 
setbacks in Europe. The defeat of France 
cut off a large segment of British export 
trade. Large quantities of tin, which had 
originally been contracted for by the 
French, were placed on the British mar- 
ket by English smelters. The decline in 
the London price of tin alarmed British 
control authorities, particularly since the 
tin price which had been fixed as a floor 
in the world market by virtue of the 
agreement between the Metals Reserve 
Company and the International Tin 
Committee was relatively high. In the 
absence of a positive government pro- 
gram to secure adequate supplies of ore 
from abroad, it was necessary that Brit- 
ish tin prices be high enough, relative to 
world prices, to enable British smelters to 
compete effectively with smelters of 
other countries in securing supplies. 


120 See Federal Loan Agency, Press Release, FLA- 
37, July 20, 1940. 
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Consequently, during October, 1940, 
the Ministry of Supply took action to set 
a floor for tin prices on the British market 
by purchasing tin whenever the price 
fell below £258. Under the circumstances 
this policy was probably wise. Adequate 
supplies of smelted tin were assured, 
since British smelters could be confident 
of a relatively profitable domestic mar- 
ket. Moreover, British smelters were en- 
abled to compete more effectively with 
smelters of other countries in securing 
ore from Bolivia and Nigeria, their cus- 
tomary sources of supply. 

If the government, however, had taken 
steps to encourage world production of 
tin ore in the early days of the war, in- 
stead of restricting it, and had, in addi- 
tion, adopted a positive policy with re- 
spect to securing supplies of ore, such as 
long-term contracts for government pur- 
chase of foreign stocks at a fixed price, 
the necessity of setting a floor for British 
tin prices and stimulating a price rise 
might never have arisen. 

The new tin-purchasing policy of the 
Ministry of Supply, together with the 
official announcement during the latter 
part of September, 1940, that export li- 
censes for tin were to be granted more 
liberally in the future, caused prices to 
rise during October. Nevertheless, the 
price of tin in Britain remained substan- 
tially lower than the prevailing world 
price. 

The increase in exports and the gov- 
ernment’s tin-purchasing policy helped 
sustain prices until January, 1941, at the 
approximate levels of October. These 
factors apparently compensated for the 
loss of trade to the tin-plate industry. 
During February and March, 1941, 
British-American political relations with 
Japan deteriorated so badly that war 
seemed likely. Fears mounted for the se- 
curity of the major sources of tin supply 


in the Far East, and demand for restock- 
ing purposes increased sharply. Near- 
panic conditions prevailed in the market, 
and prices rose rapidly. No sooner did the 
sudden tension ease, however, than 
prices began to decline again. 

Apparently this experience condi- 
tioned the British tin trade against un- 
due excitement. The decline in the Lon- 
don price of tin continued until Septem- 
ber, 1941, despite the fact that between 
March and September, 1941, there were, 
on several occasions, indications of sharp 
tension between the Japanese govern- 
ment and the governments of the United 
States, Great Britain, and the Dutch 
East Indies.™ 

Factors contributing to this steady de- 
cline were the Board of Trade’s pro- 
hibition of all tin exports to the United 
States; the deterioration of British export 
trade generally; the accumulation of 
large stocks in Great Britain; and, ac- 
cording to the Statist, ‘‘the consideration 
that Japan might disappear as a buyer 
of tin.” This decline, like the one which 
had occurred the preceding year, did not 
bring prices back to their pre-war level. 
The British price of tin never fell below 
£255 per ton. 

A small rise in British tin prices oc- 
curred between September and Decem- 
ber, 1941, probably as a result of the fre- 
quent rumors that the ban on exports to 
the United States would be lifted. 


CONCLUSION 


If the various aspects of British war- 
time control of tin are considered sepa- 
rately, it would appear that the British 
control authorities can be commended 
for some of their policies and actions. 

1% During July, 1941, for instance, virtually all 


trade relations between these countries and Japan 
were broken off. 


2 CXXXVIII (August 9, 1941), 100. 
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The direct controls over tin demand, for 
example, were adequate, although they 
were not comprehensive. Most of the un- 
essential demand for tin was eliminated 
by the restrictions placed on the use of 
steel for tin plate. In addition, the con- 
trol over exports was complete, and an 
effort was made to integrate this control 
with the policy toward tin stocks. Thus 
exports were prohibited at various times 
in order to conserve dwindling stocks of 
tin in public warehouses. 

Considered as a whole, however, the 
British wartime control of tin is open to 
serious criticism on the grounds that 
it was based on an indefensible standard 
of values. It was quite apparent at the 
very outset of hostilities that war needs 
would cause tin requirements in Britain 
and elsewhere to rise. Yet the British 
government persisted in its co-operation 
with the tin cartel and thus supported a 
policy of restricting tin-ore production. 

Moreover, the British government, 
because of its strategic position in the 
cartel, must share in the blame for the 
confusing policy of the tin cartel with re- 
spect to production quotas throughout 
the first ten months of the war. This un- 
settled quota policy fostered an artificial 
increase in the demand for tin and helped 
to bring about an excessively high world 
price. The British government’s policy 
with respect to the tin cartel and tin pro- 
duction up to June, 1940, furnishes 
strong evidence that the government’s 
concern for the postwar prosperity of the 
world tin industry and the Empire tin- 
producing areas was strong enough to 
hamper the adoption of a course of action 
necessary for efiective prosecution of the 
war. 
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Similar considerations probably de- 
layed the adoption of an adequate stock- 
piling program. It is virtually a maxim in 
war economics that a nation at war 
should create a strategic reserve of im- 
portant war materials which must be im- 
ported in large quantities from abroad. 
The British government should have be- 
gun to stock-pile tin as soon as hostilities 
commenced and should have entered 
into long-term contracts to purchase tin 
ore from foreign producers at a fixed 
price, for this purpose. This action was 
not taken. Even after the control author- 
ities observed the useful purpose served 
by the buffer stock, immediately after 
the outbreak of war, they did not intro- 
duce a stock piling program. Not until 
1941 was such a program adopted. 

British policy toward tin prices must 
be related to the government’s policy to- 
ward the cartel and to Britain’s failure at 
the beginning of the war to enter into 
long-term contracts for the purchase of 
tin ore abroad at the pre-war price. With- 
in the limits imposed by these circum- 
stances, the price policy appears to have 
been intelligent. Early relaxation of price 
control and the subsequent fixing of a 
floor under tin prices meant an increase 
in the British price of tin. Such an in- 
crease was necessary in order to enable 
British smelters to compete effectively 
for foreign ore. Had the government pur- 
sued wiser policies with respect to pro- 
duction, foreign purchases, and stock- 
piling, the world price probably would 
not have soared so sharply and British 
prices might have been maintained at a 
level approximating that of the pre-war 
period. ‘ 


Wasarncton, D.C. 





QUANTITY AND FREQUENCY OF USE OF MONEY 
IN THE UNITED STATES, 1919-45 


CLARK WARBURTON 


N THIS article we present, for the 
p= 1919-45, estimates of the aver- 

age quantity of money in the United 
States and ratios which indicate the 
frequency or rate of use of money for 
purchase of the output of the economy. 
The annual and quarterly figures are 
given in Table 1. Quarterly figures are 
shown in Figure 1, which is drawn on a 
semilogarithmic scale, with equal per- 
centage changes indicated by the same 
vertical distance regardless of the mag- 
nitude of the figures. 


MEASUREMENT OF THE QUANTITY 
OF MONEY 


Two series of figures are given for the 
quantity of money, or cash balances of 
the nation. One relates to the total 
quantity held by all users of money; the 
other to the quantity held by business 
and individuals or, more strictly, the 
total quantity other than that held by 
governments and foreigners. 

For these estimates the term “money” 
has been defined to include whatever 
instruments are commonly used as 
means of payment or circulating medium 
or are held for such use at a later time. 
In applying this definition the attempt 
has been made to prepare estimates 
which are as comparable as possible 
over the period of time covered by the 
data. The total quantity of money, as 
measured in accordance with this defi- 
nition, includes currency, demand de- 
posits, time and savings deposits, and 
deposits of the United States govern- 
ment in Federal Reserve banks, but 


excludes interbank deposits and cur- 
rency held by banks themselves. 

Time and savings deposits are fre- 
quently excluded from the concept of 
money or circulating medium on the 
assumption that they represent income- 
earning investments rather than an ac- 
ceptable means of payment. In fact, 
they may be described as income-earning 
investments convertible into circulating 
medium at the option of the holder or 
after a specified lapse of time. However, 
because of changes which have occurred 
in the conditions attached, respectively, 
to demand deposits and to time and 
savings deposits, it is desirable to in- 
clude the latter in a statistical series 
showing the quantity of money over a 
period of years. In the 1920’s a sub- 
stantial but unknown portion of demand 
deposits was also interest-bearing, and 
time deposits were customarily with- 
drawable upon demand. Since 1933 pay- 
ment of interest on demand deposits has 
been prohibited, and time deposits are 
less readily withdrawn prior to stated 
maturity dates. Further, the imposition 
of service charges on checking accounts 
has had a significant but unmeasurable 
influence upon the holding of larger 
minimum balances in demand accounts 
in recent years than in the earlier years 
covered by Table 1. Minimum balances 
which depositors customarily keep in 
their checking accounts to avoid service 
charges are, in fact, time deposits, just 
as a substantial portion of deposits la- 
beled “time” in the early part of the 
period were in fact, demand deposits. 
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The foregoing reason for inclusion of 
time and savings deposits in measure- 
ment of the quantity of money applies 
primarily to such deposits in banks which 
also maintain demand deposit accounts. 
However, for regional comparability, 
and for temporal comparability because 
of interrelations of regional and temporal 
changes, it is desirable also to include 
time and savings deposits in mutual 
savings banks and in the postal savings 
system. Mutual savings banks operate 
only in certain sections of the country 
and provide for some classes of the popu- 
lation in those areas essentially the same 
banking services as are rendered in other 
parts of the country by commercial 
banks. Similarly, the postal savings sys- 
tem provides deposit facilities to many 
persons to whom banking services are 
not conveniently accessible. 

Good reasons also exist for the inclu- 
sion of time and savings deposits in a 
measure of the total quantity of money, 
even if a fairly consistent line of demar- 
cation were possible between such de- 
posits, on the one hand, and demand de- 
posits, on the other. While time and 
savings deposits are income-earning in- 
vestments, they also serve one of the 
basic functions of money—that of a store 
of value held primarily for use at a future 
time as means of payment. No other 
type of income-earning investment which 
has been generally available—with the 
possible exception of war savings bonds 
—has this characteristic in so large a 
degree. 

Most of the foregoing reasons for in- 
clusion of time and savings deposits in a 
measure of the total quantity of money 
may also be applied to United States 
government savings bonds issued during 
the recent war. Savings bonds are also 
income-earning investments convertible, 
at the option of the holder and without 
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loss of principal, into means of payment. 
However, these bonds are not included 
in the estimates of the quantity of 
money presented in Table 1. The rea- 
sons for excluding them are as fol- 
lows: 

1. The income yield on savings bonds 
held to maturity is large enough to give 
them a high rank among investments 
selected without reference to the privi- 
lege of converting them into cash at any 
time. The yield on time and savings de- 
posits in banks, in contrast, is sub- 
stantially lower than the yield on market- 
able investments which do not have the 
feature of guaranteed convertibility into 
means of payment without loss of 
principal. 

2. Savings bonds were purchased dur- 
ing the war not only for their yield and 
the other conditions attached to them 
but also because of the desire to sup- 
port the war effort. This means that 
for the duration of the war they were 
regarded primarily as investments rath- 
er than as money, regardless of what 
may be their owners’ subsequent atti- 
tudes toward them. 

3. When savings bonds have been 
held for some time, the loss of income re- 
sulting from converting them into cash— 
that is, the investment yield computed 
from the cash surrender value and the 
maturity value—is relatively high even 
for investments acquired solely for in- 
come-yielding purposes. When Series E 
savings bonds have been held for five 
years or more, the return on the cash 
surrender value from that time to ma- 
turity is over 4 per cent. This rate ex- 
ceeds that obtainable on savings de- 
posits by a wide margin and will exert a 
strong pressure on owners of savings 
bonds to regard those bonds as income- 
earning investments rather than as 
cash reserves. 
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TABLE 1 


QUANTITY AND RATE OF USE OF MONEY, ANNUAL AND QUARTERLY, 1919-44 
(Amounts in Billions of Dollars) 
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by Business 
and 
Individuals] 


Payments to 
Money Held€ 


* 
Products Products§ 





77: 36.54 2.115 74: 34.04 2.183 
18 34.31 551 18 31.29 585 
18 35-99 -511 17. 33-50 525 
19 37-00 -532 18 34-75 544 
20 38.84 .523 19. 61 533 


80 40.10 995 81. 28 .126 
20 39.85 .517 21. .98 556 
20. 40.00 . 508 20. a7 540 
20. 40.09 . 504 20. .25 . 536 
18 40.46 .467 19. .7° .496 


68. 38 .03 793 68. 36. 875 
17 38.96 -452 17. : .472 
17. 38.33 -446 17 : -465 
16 37-34 .450° 16 .470 
16 37-50 -445 16 . 469 























* Value of consumers’ goods and services, construction and durable producers’ goods, and government expenditures for goods and 
services. Annual data for 1929-44 from Department of Commerce estimates, Survey of Current Business, May, 1942; April, 
1944; and February, 1046. a data for 1921-28: consumers’ outlay and nongovernmental gross investment in con- 
struction and producers’ durable goods from Harold Barger, Outlay and Income in the United States, a —38 (New York: 

oO 


National Bureau of Economic Research, 1942), pp. 50-51, adjusted for comparability with Department of Commerce estimates; 
federal government expenditures, exclusive of debt retirement, from annual reports of the Secretary of the Treasury; and estimates of 
state and local government expenditures from National Industrial Conference Board, The Economic Almanac for 1942-43, p. 408. 
Annua! data for 1919 and 1920: consumers’ _— on commodities from Simon Kuznets, Commodity Flow and Capital Formation 
New York: Nationa! Bureau of Economic Research, 1938), I, 32; consumers’ outlay for services from Wm. H. Lough, High-Level 
‘onsum ption (New York: McGraw-Hill Book Co., Inc., 1935), p. 28; and government expenditures from same sources as for the succeed- 
ing years. Annual figures for 1919-28 thus derived have been aoe amy for comparability with the figures of the Department of 
Commerce for subsequent years and, for this reason, are a i km os than those used in preparing my articles, ‘‘Monetary Ex- 
Bole and the mye aS Gap,”’ American Economic Review, Vol. XXXIV , No. 2 (June, to44) ‘Normal Production, Income, and 
nt, 1945 to 1 ’ Southern Economic Journal, Vol. 1 XI ‘No. 3 (January, 1945); and ‘“The Volume of Money and the Price 
tween the World wane ” Journal of Political Economy, V. ol. LIT, Ni 

= data allocated to quarters as follows: 1919-20, on basis of Federal Reserve Board seasonally adjusted indexes of retail 
trade, Federal Reserve Bulletin, February, 1928, p. 119, and April, 1928, p. 234, and monthly figures of f | government expendi- 
tures; 1921-38, on basis of Barger’s estimates of seasonally adjusted total outlay, op. cit., pp. 114-16; 1939-45, on basis of Department 
of Commerce quarterly seasonally adjusted annual rates, Survey of Current Business, May, 1942; April, 1944; and February, 1946. 

t Quarterly figures derived from: (a) “‘total deposits adjusted and ae outside banks”’ plus Treasury ‘‘cash holdings”’ and 
‘deposits with Federal Reserve banks,”’ excluding $1,800 million gold in the exchange stabilization fund, for June 30 and December 31 
of each year; and (5) ratios of average weekly figures of deposits, excluding interbank, in reporting member-banks plus daily average 
*‘money in circulation”? for quarters ing and subsequent to June 30 and December 31, respectively, to the amount on those 
dates or nearest date available. Data from Board of Governors of the Federal Reserve System, Banking and Monetary Statistics, 
PP. 34-35, 132-63, and 369-77, and Federal Reserve Bulletin, 1942-45, monthly. Annual figures are averages of the quarterly figures. 

t Seasonally adjusted, since the value of final products is thus adjusted. During the war period this ratio has been distorted, rela- 
tive to pre-war years, by the methods used in financing the war. 

§ Consumers’ outlay for commodities and services, nongovernmental expenditures for construction and durable producers 
goods, and government revenue. For sources and method of allocation to quarters, see n. *. 

|| Total a of money minus (¢) Treasury cash and Treasury deposits in Federal Reserve and other banks, (6) bank deposits 
of state and local governments, and (c) estimated deposits by foreigners in banks in the United States and United States currency 
held abroad—estimated for June 30 and December 31 of each year and adjusted to quarterly averages by ratios of average weekly fig 
ures of deposits, a interbank and apogee | the in Tey J member-banks plus daily average ‘‘money in circulation’’ for the 
= uarters preceding and su went to June 30 and Dece aide’ , Tespectively, to the amount on these dates or nearest date available. 

nual figures are averages of the quarterly figures. They di differ from es given in ae three articles mentioned in n. * because 
the exclusion of deposits of state and local governments and because of revision in the method of estimation. 

Data for Treasury lances on June 30 and December 31, and the data used in adjusting to quarterly averages, are from 
Banking and Monetary Statistics, pp. 34-35, 132-63, and 369-77, and the Federal Reserve Bulletin, 1942-45, monthly. Data for deposits 
of state and loca! governments are from annual re of the Comptroller of the Currency end Assets and Liabilities of Operating 
Insured Banks, Nos. 1-24 (Washington, D.C.: F 1 Deposit eS Cc tion, June 30 and December 31, 1934-45), with 
figures for early years partly estimated. d: Deposits by i in banks in the United States ana t United States currency held a’ 
estimated by author from (a) deposit data obtained by the Treasury in statistics of net capital —- » the United — since 
the penning of pb and 4 data ebtsined by the Department of Commerce for earlier — (art from Say lL es and 
Depertment of roy change in iorclen beitiogn af Wghed faetes equator te mfrom fel B Lary and 

Commerce estimate of annual in foreign ni tates pam hn 1923-39 from an 
Se ee Wen ee Washington, D.C.: U.S. De ment of a 


, 1943], Table III, 
ay a International Economics and Statistics nit), and (c) balances by the ee United States to foreign countries in 1919 
Federal Reserve Bulletin, December, 1921, p. 1410. 


{ Seasonally adjusted, since the estimated payments by business and individuals for final products are thus adjusted. 


‘o. 2 (June, 1945). 
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Aggregate Aggregate 
abet ef Average Ratio Payments by Money Held Ratio of 
Year and Delivered Total Value of Business and by Business Pp 
Quarter a Quantity of Products Individuals and apanEESS So 
Final M t M : for Final Individuals|| Money Held{ 
Products* oney to Money Or Fina ndividuals 
Products§ 

1922 : | 69.8 | 39.25 | 1.778 69.2 37 .42 1.849 
= ‘ 16.4 | 37.62 436 16.4 35.66 460 
ii ; 17.1 38.54 444 16.9 | 36.72 460 
iil... : 17.6 39.50 445 17.4 37-77 461 
iv... wee” 18.7 | 41.27 .453 18.5 39.53 468 

1923. | 79-6 | 42.63 1.867 79-3 | = 48.07 1.931 
Be sesees 19.3 42.03 -459 19.3 40.37 478 
ii... _ : 20.1 43.03 .407 20.0 41.68 .480 
iii... 19.8 | 42.71 464 19.7 41.57 474 
iv 20.4 | 42.74 -477 20.3 40. 66 499 

81.3 44.79 1.815 80.9 42.32 I.g12 
20.8 | 43-09 .483 20.7 42.93 . 506 
ii 20.1 43-57 461 20.0 41.41 .483 
iii 19.8 | 45.76 433 19.7 42.73 461 
iv 20.6 460.72 441 20.5 44.21 .464 

1925 87.0 48 .12 1.808 86.4 45.71 1.890 

i 21.4 46.56 460 21.4 44.08 .485 
ii ‘ 21.5 47.93 449 21.3 45-49 468 
i 21.5 48.22 .446 21.3 45.95 464 
IV 22.6 49.77 -454 22.4 47.31 473 

1926 91.7 50.25 1.825 91.5 47 -53 1.925 

i 23.0 49.70 463 23.0 47.03 . 489 

L.. | 22.9 50.05 -458 22.9 47-35 484 
il |} 22.8 50.32 -453 22.7 47-74 475 
iv | 23.0 59.94 -452 22.9 47.99 477 
3 .27 1.747 g1.I 49.14 1.854 

a 50.94 .453 23.1 47.96 482 

I 51.93 445 23.0 48.94 .470 

4 52.35 -428 22.4 49.43 453 

7 53.88 421 22.6 50.23 450° 

6 54.38 1.721 92.9 50.90 1.825 

3 53-89 -432 23.2 50.38 461 

Mets chee I 55-45 .417 22.9 52.08 -440 
Seer dh ae ae enilaes 4 54.19 .432 23.2 50.85 456 

Jos | 8 54.01 441 23.6 50. 30 469 

1929 97 -§ 54.60 1.786 96.7 50.59 1.911 
i 24.6 53.86 .457 24.4 50.16 486 

u 24.4 54-79 -445 24.2 59.59 .478 

Ml | 24.8 55.16 .450 24.6 51.07 482 

lv 23.7 54-57 -434 23.5 59.55 -465 

9 53-39 1.646 86.3 49.48 1.744 
2 52.35 -443 22.8 48.57 - 469 
8 53-43 -427 22.4 49.36 -454 
.6 54.38 -397 21.2 50.26 .422 
3 53-42 . 380 19.9 49.71 400 
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TABLE 1—Continued 








Year and 
Quarter 


Aggregate 
Value of 
Delivered 

Final 

Products* 


Average 
Total 
Quantity of 
Moneyt 


Ratio 
Value of 
Products 

to Moneyt 


Aggregate 
Payments by 
Business and 

Individuals 

for Final 

Products§ 


Money Held 
by Business 
and 
Individuals|} 


Ratio of 
Payments to 
Money Held{ 














73.8 
19.7 
19.0 
17.9 
17.2 


57 - 
15 
14 
13. 
13. 


AOA AN 


54. 
12 
13 
14. 
13. 


63 

15. 
15. 
16. 
16. 


Can Oo 


Hum ww 


70 
17. 
17. 
17 
18 


nO Hw 


79 
19. 
19 
20. 
21 


mH Bi O o& 


PAR HwdwVe AvnbeoOow 





.87 
71 
81 
.30 








+423 
-374 
.360 
-342 
- 346 


-254 
- 334 
318 
305 
. 298 





71. 
19. 
18. 
17. 
16 


55 - 
15. 
14 
13. 
13. 


54. 
12. 
13. 
14. 
13 


62. 
14.¢ 
15. 
16. 
15. 


69. 
16. 
17. 
17 

17. 





48.23 
48.97 
49.02 
48.45 
46.48 


42.72 
43.50 
42.51 
42.64 

23 


.46 
.85 
.50 
.62 

86 


54 
.02 


94 


.10 








474 
- 390 
-373 
355 
355 


299 
-347 
-329 
314 
. 308 


379 
- 323 
-353 
370 
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TABLE 1—Continued 








Year and 
Quarter 


Aggregate 
Value of 
Delivered 
Final 
Products* 


Average 
Total 
Quantity of 
Money t 


Ratio 
Value of 
Products 

to Money} 


Aggregate 
Payments by 
Business and 

Individuals 

for Final 


Money Held 
by Business 
and 
Individuals|| 


Ratio of 
Payments to 
Money Held? 


Products§ 





93-6 67.73 
22.7 65.97 
23.0 66.21 
23.1 68 .61 
24.8 70.12 


75-64 
72.74 
74-53 
76.92 
78 . 36 


115 
26 
28 
29 
31 


-eR wN~ ND 


Co 


85.75 
81.64 


81.44 
86.61 


93 - 3° 


I5t. 
32 
36. 
39 
43 


on no 


190 
45- 
47 
47 
49 


113. 
101.43 
109.75 
115.44 
125.47 


mM CON 


20!I. 
5° 
5° 
49. 
5° 


135.24 
127.86 
129. 

139.74 
144.95 


oouon 


197 
51 
52. 
47 
45 


159.33 
159.95 
154.10 
163.70 
168 . 57 


Cownos 











60.48 544 
58.51 . 388 
59.18 . 389 
61.47 374 
62.75 394 


1. 382 93-4 
344 22. 
347 23 
-337 23 
-354 24. 


~00~ 


67 .63 612 
65.41 -397 
66.45 408 
68 .40 401 
70.26 406 


76. 36 -553 
71.83 413 
72.60 401 
76.88 . 381 
84.14 .362 


95.66 492 
89.67 381 
92.52 365 
99.17 374 

29 371 


523 109. 
367 26 
-378 27 
.380 27 
-397 28 


-770 178. 
-403 29 
444 29 
-458 29 
.461 3° 


684 142. 
451 34 
-435 33- 
414 37 
391 37 


.488 157. 
-391 4° 
391 4°. 
-357 38. 
-353 38. 


.236 168. 
344 44 
-339 42. 
- 293 4° 
. 267 40. 


An COwmN AWHsQa AHO 


393 
- 383 
361 
-344 
312 


oow oo 


.249 
355 
317 
.gO1 
. 280 


Ua DON 














In view of these characteristics of 
United States savings bonds, it is prob- 
able that most persons who look upon 
their savings bonds as cash rather than 
as investments are those who convert 
the bonds into cash soon after acquisi- 
tion. Exclusion of outstanding savings 
bonds from the measured quantity of 
money therefore seems to be more ap- 
propriate than their inclusion. 

The cash balance of the United States 
government is often completely omitted, 
and nearly always partially omitted, 


from measurements of the quantity of 
money. The portion of the Treasury’s 
cash balance which is customarily omit- 
ted, even when a part of that balance 
is included in the total money in the 
economy, comprises the checking ac- 
counts of the government. Neglect of 
these accounts, though they are main- 
tained in the Federal Reserve banks 
rather than in commercial banks, is 
illogical. Since the flow of money through 
the economy involves large payments by 
individuals and business enterprises to 
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the federal government and payments 
by the government to individuals and 
business enterprises, it is necessary to 
include the checking accounts of the 
federal government in the total amount 
of money in the country. 

The bullion, coins, and circulating 
notes held in the Treasury and reported 
in the Federal Reserve Bulletin as ‘“‘ Treas- 
ury cash holdings” serve two general 
purposes. This item consists in part 
of active money—the pocket currency 
or till money of the Treasury—and in 
part of bullion or lawful money held for 
special reasons and more analogous to 
the cash or reserves of banks than to 
circulating medium. The latter portion 
of Treasury cash holdings includes cir- 
culating notes in process of retirement, 
silver bullion which has neither been 
coined nor used as reserve against silver 
certificates, and gold held in the ex- 
change stabilization fund or for some 
other special reason. Accurate division 
of Treasury cash holdings between the 
amounts held for the two general pur- 
poses is not readily made from published 
statistics. In Table 1 all this item in ex- 
cess of the $1,800 million of gold assigned 
to the exchange stabilization fund is in- 
cluded in the total quantity of money. 


Interbank deposits and the “cash” 
which banks hold in their own tills are 
excluded from the total quantity of 
money on the ground that they do 
not represent cash balances of the indi- 
viduals, business enterprises, govern- 
ments, and other social organizations of 
the nation. Such items are part of the 
mechanism by which the banking sys- 
tem provides the circulating medium of 
the nation in the form requested by the 
users of money and by which users of 
money may transfer money quickly and 
efficiently from one part of the country 
to another. 
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IMPORTANCE OF VARIATION IN 
THE QUANTITY OF MONEY 


The quantity of money is an exceed- 
ingly important variable in the economic 
life of the nation because of its influence 
upon the price-level and upon business 
fluctuations. The people of the nation, 
as individuals and managers of business 
enterprises, must adjust their monetary 
contracts to the quantity of money 
which is provided them through the 
operations of the banking system. The 
general level of prices in the nation is 
established as a joint result of the 
quantity of money, the habits of indi- 
viduals and business enterprises _re- 
specting the use of money, and the vol- 
ume of production and trade. 

From the point of view of effects upon 
the economic life of the nation, varia- 
tions in the quantity of money may be 
divided into two general types: (1) varia- 
tions which are needed or desirable in 
order to maintain full use of the nation’s 
labor and productive resources, and (2) 
variations which interfere with full use 
of the nation’s labor and productive 
resources. Precise determination of how 
much variation in the quantity of money 
is needed for the first of these purposes 
may be difficult. However, the chief 
factors which make some variation in the 
quantity of money desirable in order to 
promote full use of the nation’s produc- 
tive powers are of such character that a 
quantitative approximation of their force 
is a useful aid in the formulation of mone- 
tary policy. These factors are growth in 
population, increase in productivity per 
worker or per capita of the population, 
and change in the habits of use of money 
by individuals or enterprises. 

Population grows at a fairly steady 
rate, though this rate has been gradually 
declining in recent decades. In the 1920's 
the population of the United States in- 
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creased at approximately 1} per cent 
per year; during the past decade at ap- 
proximately 1 per cent per year. The in- 
crease in the quantity of money which 
is needed because of population growth 
may not be precisely proportional to the 
growth in population, but in the absence 
of definite evidence to the contrary this 
assumption may be used as an approxi- 
mation. 

The amount of variation in the quan- 
tity of money which is most desirable as 
an accompaniment of increased produc- 
tivity has been a subject of much contro- 
versy. On the one hand, it is argued that 
the benefits of economic progress will be 
most quickly and fairly spread through- 
out the population by a falling price- 
level at a rate in approximate accord 
with increased productivity. On the 
other hand, it may be argued that the 
hope of increased profits from the instal- 
lation of new processes and new equip- 
ment and of improved business methods 
is the greatest stimulus to their adop- 
tion, and that if the businessmen of the 
nation expect prices to fall as fast as 
cost-reducing improvements are intro- 
duced, the incentives to their introduc- 
tion will be greatly weakened. In view of 
the latter argument, it is reasonable to 
conclude that full production is more 
likely to be achieved when the quantity 
of money per capita increases at a rate 
in accord with the increase in productive 
capacity per capita. If the quantity of 
money fails to increase at this rate, it 
will not be possible—unless a change 
occurs in the habits of use of money— 
for the business enterprises of the nation 
to sell the output which they are capable 
of producing at the prices which have 
been prevailing. 

A shrinkage in the quantity of money, 
or its failure to grow, exerts a downward 
pressure on prices. Moreover, monetary 
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deficiency, either in the virulent form of 
contraction or in the milder form of ab- 
sence of growth, is likely—in fact, almost 
certain—to produce a business depres- 
sion. The reason for this is the well- 
known fact that wage rates and other 
business costs are largely fixed by con- 
tract or custom and that their downward 
revision is a slow and difficult process. 
A falling price-level therefore reduces 
business profits by narrowing the mar- 
gin between the price of a product and 
its cost of production. The resulting ab- 
sence of profit, or threatened loss, 
induces businessmen to reduce their 
output. 

A change in habits of use of money by 
individuals and business enterprises may 
be in either direction. A more efficient or 
more rapid rate of use of money may 
occur, tending to reduce the needed 
quantity of money, or the average rate 
of use of money may be slowed down, 
making desirable a rate of monetary ex- 
pansion somewhat larger than that ne- 
cessitated by growth in population and 
increased productivity. The former effect 
results from developments in transpor- 
tation and communication which quick- 
en the speed with which payments are 
made, and from changes in business 
organization which eliminate some of the 
payments involved in the production 
and marketing of goods and services. 
Such an increase in efficiency of money 
appears to have occurred in the United 
States at some periods in the past, 
though the statistical data have never 
been adequately examined to provide 
definite evidence. 

The chief factor operating to reduce 
the average rate of use of money is a 
well-known tendency for people to hold, 
as they become more affluent, larger 
stocks of goods. This characteristic ap- 
plies with special force to cash reserves 
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for use in an emergency or at a later 
time, and tends to result in larger hold- 
ings of money, by both individuals and 
business enterprises, relative to their 
expenditures. In addition, various as- 
pects of economic change have tended to 
intensify, during the past few decades, 
this tendency to hold larger cash bal- 
ances relative to the expenditures for 
which payments are made. These factors 
include a greater insecurity of income 
with an increasing proportion of the 
population dependent upon wages and 
salaries, an additional insecurity of in- 
come with an increasing proportion of 
jobs dependent upon the decisions of 
the executives of a small number of cor- 
porations, and the decline in the granting 
of credit by food stores, which was for- 
merly important in enabling working- 
men to get along in “hard times.” 

Analysis of pertinent statistical data 
suggests that the forces enumerated 
above combined to produce a need for 
monetary expansion for the period be- 
tween the world wars of nearly 5 per 
cent per year—about 13 per cent because 
of growth in population, approximately 
2 per cent because of increased produc- 
tivity per capita, and nearly 1} per 
cent because of increased cash hold- 
ings of business and individuals rela- 
tive to their expenditures. During the 
early part of our participation in World 
War II, when production for war pur- 
poses was superimposed upon produc- 
tion for civilian life, the needed rate 
of increase in the quantity of money 
was substantially greater than this 
percentage, but this period of need for 
an extraordinarily high rate of mone- 
tary expansion ended in the latter part 
of 1943, when production reached its 
peak. 

A precise prediction cannot be made 
as to the rate of growth in the quantity 
of money which will be found most de- 
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sirable in the future. If it is believed that 
technological progress and improve- 
ment in business efficiency will continue 
at about the same rate as in the past— 
an assumption which appears to be 
reasonable for the next few years—and if 
it is assumed that the tendency to hold 
larger cash balances relative to expendi- 
tures will also continue, 43-5 per cent 
per year may be taken as an approxima- 
tion to the desirable postwar rate of 
monetary expansion. These assumptions 
do not take into account the abnormal 
quantity of money which was injected 
into the economic system in 1944 and 
1945 or the question of whether means 
should be found for withdrawing some 
of this money. 


MAJOR MOVEMENTS IN THE 
QUANTITY OF MONEY 


The amount of money held by busi- 
ness and individuals has a more direct 
relation to the price-level and to busi- 
ness fluctuations than does the total 
quantity of money. This is because the 
quantity of cash balances or money held 
by the government and by foreigners is 
affected by various special circum- 
stances. Such cash balances, relative to 
the amount held by business and indi- 
viduals, increased subsequent to the 
banking holiday in 1933 and again dur- 
ing World War II. 

During the period 1919-23 sharp 
variations occurred in the direction and 
rate of change in the quantity of money 
held by business and individuals. The 
extent of these variations is indicated by 
the following approximate rates of 
change: 1919, expansion at 19 per cent 
per year; 1920, expansion at 6 per cent 
per year; 1921, contraction at 8 per cent 
per year; 1922 and first half of 1923, ex- 
pansion at 11 per cent per year; second 
half of 1923, contraction at 5 per cent 





QUANTITY AND FREQUENCY OF USE OF MONEY 


per year. This five-year period of erratic 
change in the quantity of money was 
followed by four and one-half years of 
expansion averaging 6 per cent per year 
—about 9 per cent in 1924, 7 per cent in 
1925, I per cent in 1926, 5 per cent in 
1927, and an annual rate of 7 per cent in 
the first half of 1928." 

Toward the middle of 1928 growth in 
the quantity of money ceased. For the 
next five years the general movement in 
the quantity of money was that of con- 
traction, interrupted by brief periods of 
expansion. For three years—from mid- 
1928 to mid-1931—the contraction was 
at an average rate of about 2 per 
cent per year; for the next two years 
about 11 per cent per year. These five 
years of monetary contraction brought 
the quantity of money down to less than 
three-fifths of what it would have been 
with a 5 per cent rate of increase subse- 
quent to the middle of 1928. 

Since the middle of 1933, the trend in 
the quantity of money held by business 
and individuals has been continuously 
upward, with the exception of about a 
year from mid-1937 to mid-1938, when 
a contraction of 2 per cent occurred. 
From mid-1933 to mid-1937 the annual 
rate of expansion averaged 7 per cent, 
from mid-1938 to mid-1942, 9 per cent, 
and from mid-1942 to the end of 1945 
about 22 per cent. 


PAYMENTS FOR FINAL PRODUCTS 
OF THE ECONOMY 


In Table 1 two series of ratios are 
used as indicators of the frequency or 


* These percentages and those given in the fol- 
lowing two paragraphs are calculated from the esti- 
mates for the last quarter in each year (or half- 
year) and those for the last quarter of the preceding 
year (or half-year). They differ somewhat from ratios 
calculated from estimates of the money held by 
business and individuals on June 30 and De- 
cember 31. 
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rate of use of money in making payments 
for the output of the economy. One of 
these is the ratio of the value of final prod- 
ucts of the economy to the total quan- 
tity of money, the other is the ratio of 
payments for final products by indi- 
viduals and business enterprises to the 
average quantity of money held by in- 
dividuals and enterprises. 

Payments for the output, or final prod- 
ucts of the economy, include consumer’s 
outlay for goods and services, business 
expenditures for construction and for 
durable producers’ goods, the value of 
new residences, and government expendi- 
tures for goods and services. The latter 
is included on the ground that the serv- 
ices of government should, for the most 
part, be regarded as a part of the final 
products of the nation’s economic sys- 
tem. This is particularly true when the 
national energies are largely directed to 
war. In time of war, one of the chief 
products of the economy consists of ma- 
terials of war and the services of the men 
in the armed forces. 

Total payments for the output of the 
economy, as estimated here, differ from 
the value of the gross national product, 
as estimated by the Department of 
Commerce, by omission of the value of 
changes in business inventories, net ex- 
ports of goods and services, and net ex- 
ports and monetary use of gold and sil- 
ver. These items are omitted because 
they do not represent payments by the 
people of the nation in purchasing the 
output of the economy. However, as 
in the case of the gross national product, 
some products are included—chiefly 
food consumed by the farm families 
which produced it—for which payments 
are not actually made, but which are 
given an imputed value in estimates of 
consumers’ outlay.” 


* Data are not available to the author for elimi- 
nating these imputed values. 
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Payments by business and individuals 
for final products differ from total pay- 
ments for such products because the 
latter includes total governmental ex- 
penditures for goods and services, while 
the former includes payments by busi- 
ness and individuals for the support of 
government, as measured by the revenue 
receipts of government. The difference 
between total payments for final prod- 
ucts and such payments by business 
and individuals, therefore, represents 
the amount of governmental expendi- 
ture in excess of governmental reve- 
nue, that is, the borrowing or net 
deficit of government. During the period 
prior to World War II the difference be- 
tween the two series was not large and 
makes relatively little difference in the 
change from quarter to quarter in the 
ratios used to measure the rate of use of 
money. The deficit incurred by the feder- 
al government during World War II is 
so large that the movements of the two 
indicators of the rate of use of money 
have departed from each other during 
certain parts of the war period. 


MEASUREMENT OF FREQUENCY 
OF USE OF MONEY 


Ratios of payments for the final prod- 
ucts of the economy to the quantity of 
money do not, of course, indicate the 
average number of times per year or per 
quarter that each dollar of money is 
used. Payments for final products are 
only a minor part of the total payments 
in the economy. In 1945, for example, 
when total payments for final products 
were estimated at $197 billion, reported 
debits to bank deposit accounts, exclud- 
ing interbank accounts, amounted to 
$974 billion. In the same year payments 
by business and individuals for final 
products were estimated at $158 billion, 
while reported debits to demand de- 


posit accounts, except interbank and 
government, amounted to $764 billion. 
If allowance is made for unreported deb- 
its and for payments in currency in ex- 
cess of cash withdrawals from bank ac- 
counts, the total amount of payments 
in the economy in 1945 must have been 
five or six times the value of final 
products. 

However, ratios of payments for final 
products of the economy to the quantity 
of money are a much more reliable 
measure of changes in the rate of use of 
money associated with the production 
and sale of goods and services than are 
ratios calculated from all payments in 
the economy or from all payments en- 
tering into debits to bank accounts. This 
follows .because payments associated 
with the sale of property, the borrowing 
of money and its repayment, and other 
transfers of money not directly related 
to the production and sale of goods and 
services constitute a very large portion 
of the total payments in the economy, 
and the amount of such payments is not 
closely associated with the value of goods 
and services produced or sold. 

Neither do ratios of payments for final 
products of the economy to the quantity 
of money indicate the average number of 
times per year or per quarter that each 
dollar is used in payments that are 
closely associated with the production 
and sale of goods and services. Such pay- 
ments include, in addition to the pay- 
ments made by final purchasers, those 
for wages and salaries, purchase of 
materials, goods purchased by dealers, 
other business expenses, and dividends 
or other distributions of the profits of 
business. 

The ratios given here as measures of 
the rate of use of money may be de- 
scribed as the “circular velocity of 
money,” with that term defined as the 
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average rate in time at which a unit of 
money passes through the entire cycle of 
payments associated with the production 
and flow of goods and services. In 1920, 
for example, the average circular velocity 
of money was about twice in a year, in 
1944, about one and one-half times in a 
year. The actual velocity of the various 
units of money, of course, varies enor- 
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MAJOR MOVEMENTS IN THE FRE- 
QUENCY OF USE OF MONEY BY 
BUSINESS AND INDIVIDUALS 


The ratio of payments for final prod- 
ucts by business and individuals to the 
average quantity of money held by busi- 
ness and individuals is plotted in Figure 
1. This ratio is believed to be more 
significantly related to prices and busi- 
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mously—from zero in the case of bank 
deposits which remain unused through- 
out an entire year to a very high figure 
for some units of money. The upper 
limit to the circular velocity of units 
of money is unknown and, in fact, not 
subject to measurement, since the sepa- 
rate identity of particular units of money 
—at least of those in the form of bank 
deposits—is not maintained as they pass 
from one holder to another. 


ness fluctuations than the more in- 
clusive ratio of total payments for final 
products to the total quantity of money. 
A few important characteristics of the 
frequency or rate of use of money, as 
indicated by this ratio, are mentioned 
here. 

The rate of use, or circular velocity, of 
money has shown a general tendency to 
decline since World War I, in contrast 
to the upward trend in the quantity of 
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money. This downward trend in the rate 
of use of money is the counterpart of the 
tendency, mentioned above, for people 
to hold larger cash balances relative to 
their expenditures for the final products 
of the economy. The slope of this trend 
for the entire period beginning with 1919 
is similar to that during the middle 
1920's, when the quantity of money was 
increasing at a fairly reasonable rate. The 
degree of slope indicates a decline in the 
rate of use of money, or rise in holdings 
of cash relative to expenditures, of about 
13 per cent per year. 

During the great depression the rate of 
use of money for purchase of final prod- 
ucts, like the quantity of money, fell 
far below its trend. However, this ab- 
normally slow velocity of money did not 
begin until 1930—about two years sub- 
sequent to the’ time when cessation of 
growth in the quantity of money oc- 
curred. The rate of use of money did not 
fall as far below its trend as did the 
quantity of money, and turned upward 
more quickly and sharply after the 
banking holiday in 1933 than did the 
quantity of money. Prior and subse- 
quent to the great depression, short- 
term fluctuations in the frequency of use 
of money—those reversed in the follow- 
ing quarter—appear to be somewhat 
larger than those in the quantity of 
money. This may be merely a result of 
errors in the data, since the estimates of 
payments for final products are not as 
reliable as those for the quantity of 
money. 

From the middle of 1940 to the early 
part of 1942 the rate of use of money by 
business and individuals appears to have 
turned upward. During most of the war 
period, however, this rate of use of 
money has tended to decline at a faster 
rate than the trend of 1} per cent per 
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year. Except for the latter part of the 
war period, these changes were due 
chiefly to the fluctuations in business ex- 
penditures for construction and durable 
producers’ goods. 


FREQUENCY OF USE OF MONEY FOR 
CURRENT PURPOSES BY INDIVID- 
UALS IN WARTIME 


The frequency of use of money by in- 
dividuals for current purposes, as indi- 
cated by the annual ratio of consumers’ 
outlay for goods and services plus per- 
sonal taxes to the cash balances of indi- 
viduals (including unincorporated enter- 
prises) showed remarkable stability dur- 
ing the period 1938-43, but appears to 
have declined appreciably in 1944 and 
1945. The reasons for this decline in 1944 
and 1945, but not in the preceding 
war years, are not entirely clear. Belief 
that the end of the war was approaching 
and a desire to hold cash for use in pur- 
chasing durable goods of high unit cost 
expected to become available shortly 
after the close of the war, or for use in 
case of unemployment after the termina- 
tion of wartime employment, was prob- 
ably a significant factor. Consumers’ 
outlay in these years may also be under- 
estimated by a larger margin than in pre- 
vious years. Such underestimation is 
probably becoming appreciable, due to 
black-market transactions, increasing 
understatement of receipts and profits to 
reduce taxes and therefore underestima- 
tion of the value of products (particular- 
ly by unincorporated enterprises), and 
omission of expenditures abroad by 
members of the armed forces. The effect 
of the last factor is partially but not 
wholly offset by omission of cash hold- 
ings of members of the armed forces 
in the form of invasion and foreign cur- 
rency. 
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In Table 2 annual figures for the fre- 
quency of use of money by individuals 
are shown in two forms: (1) as a ratio of 
consumers’ outlay and personal taxes to 
the estimated average quantity of mon- 
ey held by individuals and unincorpo- 
rated enterprises, and (2) asa ratio of the 
same expenditures to the estimated aver- 
age quantity of personal holdings of 
money, excluding unincorporated enter- 
prises and trust funds. 


First, every period of a year or more in 
which the quantity of money has in- 
creased at a rate higher than the esti- 
mated normal trend of about 5 per cent 
per year—1g1Q, 1922 and the first half 
of 1923, mid-1924 to the end of 1925, the 
latter part of 1927 and the first half of 
1928, mid-1933 to the end of 1936, and 
mid-1938 to the end of 1945—has been 
accompanied or followed by a period of 
rising prices or a rising rate of economic 


TABLE 2 
FREQUENCY OF USE OF MONEY BY INDIVIDUALS, ANNUAL, 1938-45 








Consumers’ Outlay, Money Held, 


and Ratio 1938 #939 


1940 1941 1942 1943 19044 1945 





Consumers’ outlay and personal taxes 

(billions of dollars)*.............. 61.8 | 64.8 

Estimated average quantity of money 
(billions of dollars): 

Held by individuals and unincor- 

porated enterprisesf. . 41.7] 43.6 

In personal holdings, excluding 

ives asetsrcxsaed § § 

Ratio of consumers’ outlay and per- 

sonal taxes to: 
Money held by individuals and 


69.0 78.6 88.7 117.9 | 125.9 


47-0] 52.2] 58.7 | 73.2] 89.2 | 109.3 


36.3 | 39.1] 44-4] 53.6] 65.9] 80.6 





unincorporated enterprises. . 1.48 1.48 1.47 1.51 1.51} 1.50 1.32 1.15 


Personal holdings of money other 
than trust funds............. § § 








1.90) 2.01 2.00 2.05 1.79 1.56 




















* From Survey of Current Business, May, 1942, and February, 1946. 


t Derived from estimated average quantity of money held by business and individuals by applying ratios of cash balances of cor- 
porations on June 30 and December 31 (as reported by the Treasury Department in Statistics of Imcome or estimated by the Se- 


curities and Exchange Commission) to the cash 


of business and individuals on the same dates. 


} Derived from sum of currency, demand deposits, and time deposits in ‘‘other personal’’ holdings on June 30 and December 31, as 


estimated in the Federal Reserve Bulletin, February, 1946, p. 123. 
§ Not available. 


RELATION TO BUSINESS 
FLUCTUATIONS 


Variations in the value of the nation’s 
output of final products are necessarily 
associated with variations in the quan- 
tity or rate of use of money or both. 
Those variations, in consequence, are 
closely related to business fluctuations. 
In conclusion, therefore, a few comments 
may be made regarding this relation- 
ship since 1919. 


activity or both. A rising rate of eco- 
nomic activity without rising prices 
usually occurs during the early part of a 
period of monetary expansion, as in 1922 
and the year following mid-1938; rising 
prices without a rising rate of economic 
activity occur when the labor force is 
“fully” utilized, as in 1944; and both 
effects tend to occur in the intervening 
period of “upswing.” 

Second, every period of a year or more 
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of contraction in the quantity of money 
or of a rate of expansion significantly 
less than the estimated normal trend— 
most of 1920 and 1921, mid-1923 to mid- 
1924, 1926, mid-1928 to mid-1933, and 
1937 and the first half of 1938—has been 
accompanied or followed by a period of 
business depression, the length and 
severity of which has been closely asso- 
ciated with the duration and degree of 
monetary contraction. In the case of the 
great depression, its beginning lagged 
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more than a year behind the beginning 
of the period of monetary deficiency. 

Third, changes in the rate of use of 
money, other than minor variations and 
a downward trend, appear to have been 
largely the result of excessive monetary 
expansion or of monetary deficiency, 
and, therefore, to have been a factor of 
intensification, rather than an origi- 
nating element, in major business fluc- 
tuations. 


McLEAN, VIRGINIA 
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FREEDOM UNDER PLANNING' 





FRANK H. KNIGHT 


HIS book combines informed good sense 
T and real wisdom with superficiality and 
pretentious (one might almost say fraudu- 
lent) irrelevance, economic and political— 
all presented with verve and charm. It is in- 
dorsed by Mordecai Ezekiel as “debunking 
the generalities of Hayek,” while a more ex- 
treme statement by Charles A. Beard oc- 
cupies the back of the jacket. Numerous 
references indicate that it was written as an 
answer to The Road to Serfdom; yet com- 
paratively little is explicitly said with which 
Hayek, or any opponent of “planning,” in 
its current meaning of “‘planned economy” 
(a more appealing synonym for state social- 
ism), would need to disagree. The first 
thing that meets the reader’s eye on opening 
the cover (on the front jacket flap) is the ac- 
cusation that “the most ardent opponents 
of political planning agree” that not all pub- 
lic planning necessarily leads to totalitarian- 
ism, “but they do not take the trouble to 
discuss in detail the kinds of planning in 
which public authorities might properly en- 
gage [or] to distinguish between the desir- 
able and the undesirable kinds.” This surely 
implies that one may expect such a discus- 
sion in this work, and it is just that which is 
most conspicuous by its absence. The text on 
page 6 warns against words charged with 
political bias and follows up by defining 
planning as any choice of economic prior- 
ities by any public authority—a proposition 
on which there is, of course, no issue. 

The dominant impression is one of glaring 
contradiction between the tone and evident 
implications of virtually the whole argument 
and the definite commitments to any posi- 
tion on social policy. The latter are few, 
moderate to cautious, and imbedded in 
critical discussion which is fairly well dis- 


‘Barbara Wootton, Freedom under Planning. 
Durham: University of North Carolina Press, 1945. 
Pp. vii+180. $2.00. 
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tributed in its application to the arguments 
of the “right” and the “left” on the general 
issue under discussion. If chapter ix on 
“Political Freedom” means what it says, the 
author disapproves of governmental action 
on which there is not general agreement— 
not by a mere majority—which amounts to 
saying, only when there is no serious issue. 
For illustration, she cites agreement of all 
political parties in offering “food, work, and 
a home, to every citizen.” This is quite true 
—as a “generality” of the most unhelpful, 
if not misleading, kind. It seems trite to say 
that issues begin with definition, commit- 
ment on degree and kind, and measures for 
making the provision in question. Inciden- 
tally, the author makes an astonishingly 
naive statement about people agreeing on 
ends but disagreeing on means, implying 
that an end could be rationally favored 
apart from the condition that it is both pos- 
sible and attainable at a cost which does not 
outweigh the gain—both gain and cost being 
usually complex in kind and degree. Again, 
much innuendo is built around the alleged 
contention or implication of “fanatical ad- 
mirers of the market” that only values 
measurable in the market are values at all. 
As if anyone ever thought that the “kind of 
social pattern” or constitution of a society is 
a marketable commodity, or could be deter- 
mined otherwise than by general discussion 
and agreement, or by forcible imposition. 
As to the three proposed undisputed val- 
ues calling for public provision, any serious 
analysis would make it clear that they raise 
very different kinds of problems of social ac- 
tion. Unemployment —meaning general un- 
employment due to economic depression—is 
in a real sense a problem of the “rules of the 
game” or “planning” of the system of mar- 
kets as a modgafprganizing co-operation. 
Hence, it is a problem for the state and rela- 
tiogs between states; there is absolutely no 
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issue about that except as to how much can 
be done about it effectively and what, and 
how, without worse consequences in other 
directions. “Food” is prima facie a matter of 
inadequate family income. Again, as a gen- 
erality, there is no issue as to its being or 
presenting a social and political problem. 
To anyone who believes in consumer free- 
dom and consumer sovereignty over pro- 
duction, and in a system of “‘competitively” 
determined money values as the only effec- 
tive way of achieving these desiderata, the 
problem is presumptively one of taxation 
and subsidy, or “relief,” by whatever more 
pleasant name it may be called. The author 
believes in consumer freedom but not in his 
sovereignty ; she admits that production and 
consumption must be made to correspond 
somehow, but her only indication of the 
method is a confused discussion of wage- 
fixing. Defective housing suggests a mixture 
of inadequate income and wrong use of in- 
come, which is really true also of underfeed- 
ing. Now, “everyone knows” that irrational 
use of income in consumption, apart from 
saving, is a factor in all these deficiency 
problems. But no one knows how to define 
rational spending; and anyone with a frac- 
tion of the economic and political compe- 
tence displayed in this book knows many 
and weighty reasons for reluctance in giving 
“the state’”’—i.e., a political bureaucracy, 
however chosen—extensive powers in this 
field. The author reminds us that ideal con- 
sumer sovereignty never existed, or will 
exist, outside of economics textbooks, and 
there is no issue about that. But the same is 
just as true of the idealizing concepts of the- 
oretical physics and does not make them in- 
valid, and, what is really important, it is 
many times more true of the postulates as 
to wise and benevolent state paternalism, 
that underlie the arguments for planning. 
And besides, there is the accepted principle 
of liberal ethics that free government is a 
value on its own account, even preferable to 
good government, within practical limits 
which are a vague matter of judgment. 
Throughout, there is much argument along 
the familiar line that any claim favorable 





KNIGHT 


to the free market is to be dismissed if not 
necessarily and universally true, while any 
argument for planning is sound if it is not 
completely and demonstrably false. 

Correct social policy in such matters as 
nutrition and housing depends on complex 
questions of fact, and also—it should be 
superfluous to observe—on prior facts as to 
the causes of inadequate income or incom- 
petent income management. The major real 
issues of economic policy undoubtedly lie 
deep in this area of prior causality, rather 
than in immediate economic relations, be- 
tween individuals taken as “given” with 
respect to their wants and “productive ca- 
pacity.” The problem of education is casual- 
ly mentioned once in this book, and property 
inheritance not at all—as far as I have noted 
or can discover—to say nothing of other as- 
pects of inheritance, institutional and bio- 
logical, which are in fact vastly more impor- 
tant. Saving is reduced to the matter of 
when income is to be spent for consumption! 
Indeed, the book nowhere refers to economic 
inequality or injustice, in consumption or in 
power relations, or to the effective direction 
and management of production, as social 
problems having anything to do with “‘plan- 
ning.” 

With respect to the third illustrative is- 
sue, unemployment, no reference is made to 
the underlying problems of depression, 
money and credit, or prices. The author 
plumps briefly, blithely, and dogmatically 
for the most naive form of the Keynes-Han- 
sen-Beveridge economics, naturally so popu- 
lar now with “radicals” in the English- 
speaking world. “The road out of the diffi- 
culty [of resolving the conflict between con- 
sumer liberty and producer’s security] lies 
.... through the state’s undertaking both 
to make good the deficiencies, and to com- 
pensate for the vagaries, of consumer spend- 
ae It must add up the total amount 
of spending . . . . [including investing] neces- 
sary to find work for all, estimate the total 
value of spending by private and business 
consumers, and... . fill the gap by the pur- 
chases of government departments and other 
government authorities.”” Whatever effects 
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follow for the preferences or “plans”’ of con- 
sumers or producers will be what they will 
be, “not as the result of the unconscious 
working of the market but through the de- 
liberate decision of responsible people. And 
that is planning” (p. 75). 

Surely a discussion of “planning” by pub- 
lic authority should take some notice of the 
amount of economic intelligence shown by 
the most enlightened democratic govern- 
ments in the economic measures they have 
actually taken in recent history. The main 
headings here would be, first of all, the tariff, 
then such items as monetary policy, taxa- 
tion, and particularly war finance (war being 
the major economic task undertaken by 
modern free states, and at the same time 
one of extraordinary economic simplicity). 
On all this, the book before us offers a brief 
observation on the tariff, namely, that “any- 
one in search of really depressing reading 
should study the . . . . account of these pol- 
icles..... ” Naturally, there is no hint of 
implications for the desirability of socialism 
or planning. Space does not permit of fur- 
ther discussion of the co-ordinate issue as to 
what lessons recent history in several coun- 
tries may teach on the relationship between 
real economic planning and “totalitarian- 
ism,” or what may be reasonably deduced 
from general considerations. It would not be 
hard for any student who does not share the 
author’s enthusiastic convictions to suggest 
a number of items in several fields that 
ought to be quite dismal reading for those 
who do. Such things are depressing also to 
people whom they prevent from favoring 
governmental measures of a sort which could 
be highly beneficial if the general level of 
economic intelligence, reflected in demo- 
cratic government, were somewhat higher 
than it is. 

Let me repeat that the Wootton book is in 
no logical sense an answer to The Road to 
Serfdom, whatever may be thought of the 
cogency of Hayek’s argument, or the sound- 
ness of his position. If I understand Hayek, 
he frankly set out to state one side of the 
case, so that “bias” is hardly a valid crit- 
icism. I should perhaps say that I agree 





with his general thesis, that general replace- 
ment of the free-market organization by a 
predominance of centralized political con- 
trol will mean the destruction of democracy 
and freedom and the establishment of a 
totalitarian social order. This seems as cer- 
tain as any general political prediction can 
be, which of course is not comparable to the 
status of established scientific laws, to say 
nothing of logical necessity. Hayek also 
makes it clear that he thinks the trend of 
policy in Great Britain has (or had) carried 
that country at least very close to the danger 
zone; and the impressions of a somewhat 
casual American student are again in agree- 
ment. As a personal conviction, I should like 
particularly to stress Hayek’s point that it is 
less a matter of the particular things that the 
state undertakes to do than it is of the total 
amount. What is essential to freedom is the 
preservation of the open market in the ma- 
jor part of the field, as the only possible 
method for setting basic standards of values 
and of efficiency, and providing an incentive 
for effort and improvement. Of course this 
does not mean literal “‘laisser faire”; and it 
is not unimaginable that “politics” should 
do these things as well as free individual in- 
terest and judgment interacting in markets. 
One can only predict on the basis of inter- 
pretation of the past and observation of cur- 
rent reality. The greatest danger to freedom 
undoubtedly is that a dictatorship may ef- 
fectively sell itself to the people—even to 
the great majority—make them like it, and 
give them more of the feeling of freedom 
than they can expect under the necessarily 
somewhat disorderly processes of democracy 
and free enterprise. It is not yet demonstrat- 
ed that most people prefer freedom, with the 
responsibility and struggle of planning their 
own lives, in relation to the plans of others, 
rather than having the job taken out of their 
hands and done for them by a paternalistic 
bureaucracy, in the “faith” that the latter 
will do it in a tolerably competent and dis- 
interested way. 

However, the writer of such observations, 
looking at history and social process in a 
wider perspective than that of economic and 
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political theory, is bound to confess doubts 
as to how much any logical argument is like- 
ly to have to do with the course of events. 
The “climate of opinion” the world over 
shows a strong drift toward statism, and 
even the victory of “‘the democracies” in the 
war has probably accelerated the trend. At- 
tempting to oppose such a movement by 
mere facts and reasoning—vague and incon- 
clusive as these are at best in relation to his- 
tory—may suggest what it would have 
meant to try to prevent the Children’s Cru- 
sade by the same methods. One thinks also 
of slavery in this country, how “emancipa- 
tion”—such as it was and is, even now—was 


apparently to be had only through a war 
prosecuted to the exhaustion of the slave- 
holding region. Accordingly, the real and 
conspicuous literary and intellectual merits 
of this book—which I have had to slight to 
deal with essentials of its position—may 
make it important as a negative contribu- 
tion to a sound analysis by the public of the 
problem of the proper role of the state in eco- 
nomic life. Or the opposite may be true! I 
have not tried to evaluate the work in terms 
of propaganda effectiveness, and have no 
competence to do so. 


UNIVERSITY OF CHICAGO 


DR. MAYER ON POSTWAR NATIONAL INCOME: A REPLY 


JOSEPH MAYER 


N Arecent issue of the Journal,’ Everett E. 

Hagen attempts a further evaluation of 
1947 national income in terms of 1943 con- 
ditions. The real point at issue is what part 
of 1943 conditions should be taken as a base. 
I had previously pointed out? that, in his 
calculations, Hagen made no adequate ad- 
justment to cover the high-cost war-goods 
sector of the economy. Hagen now denies 
this, saying that “the deflator used is an es- 
timated index of the prices of nonwar 
goods.” But he here quotes only the first line 
of his statement, the full statement reading 
as follows (italics mine): 


The deflator used is an estimated index of the 
prices of nonwar goods, derived primarily from 
the index of prices of consumers’ goods and serv- 


*“Dr. Mayer on Postwar National Income,” 
Journal of Political Economy, April, 1946, p. 177. 

* “Deficiencies in the Gross-National-Product 
Concept as a National Measure,” Journal of Politi- 
cal Economy, December, 1945, pp. 357-63. 


ee The assumption is made that inclu- 
sion of capital goods and public output leaves the 
index unchanged, the two having opposite ef- 
fects upon it. It is believed that use of a more 
carefully prepared index would not materially 
alter the gross national product data in 1943 
prices.® 


From this statement, it is apparent that 
Hagen’s “opposite effects” assumption is 
brought in to cover the public sector and 
producers’ goods in addition to consumers’ 
goods—in short, his deflator is made to ap- 
ply to the whole gross national product.‘ 
Thus my criticism remains very much to the 


point. 


BROOKINGS INSTITUTION 


3 Review of Economic Statistics, May, 1945, p. 46. 


4 My postwar estimates, which were not for gross 
product but for national income, have recently been 
revised in terms of 1946, in place of 1943, income 
levels. See Federal Reserve Bank of Chicago, Busi- 
ness Conditions, September, 1946. 
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Studies in the Classical Theories of Money. By 
Kart H. Nresyt. New York: Columbia 
University Press, 1946. Pp. xii+190. $2.50. 


This little book, with its deceptively aca- 
demic title, is actually a polemic of frank and 
forthright heresy. It will be of at least as great 
interest to students of economic methodology as 
to those of monetary doctrines or their history. 
Niebyl is applying to the history of English 
monetary thought from approximately 1600 to 
approximately 1850 a conception of “economic 
sociology” which involves the explanation of 
economic thought by economic history and 
which is indebted substantially to Niebyl’s 
former professor, Adolf Loewe. The resulting 
work covers practically the same period as the 
historical chapters of Viner’s Studies in the 
Theory of International Trade, but a treatment 
differing more widely from those chapters is 
hard to imagine. 

Niebyl’s interest in monetary theory is pri- 
marily as ideology and not as logic. As a Keynes- 
ian and a stagnationist, he has more or less 
dismissed “classical” (including mercantilist) 
monetary thought a priori as limited to (cur- 
rently) unimportant special cases. The task he 
sets himself here is primarily a discussion of the 
circumstances of economic history and eco- 
nomic interests which caused the various “clas- 
sical” writers to think as they did; only rarely 
does he attempt painstaking delineation of con- 
ditions and limits to the validity of various 
theoretical formulations. Many of Niebyl’s 
analyses of economic history and class interests, 
in their impact on economic theory, run along 
Marxist lines of conflict between and among 
economic classes. At times, however, Niebyl 
(like Marx) goes further than this, violating his 
own warning (p. 131) against suggesting that 
“the personal histories of these writers explain 
the exact reasons for their preference for one 
approach or another.” For example, in the case 
of Boyd, bullionism is ascribed (p. 74n.) to “his 
hate of the Bank of England, which he held re- 
sponsible for his own financial collapse” and, in 
the case of Ricardo, objection to usury laws is 
laid likewise to personal pecuniary interests 
(p. 73). (In both these instances, Niebyl makes 
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no claim to originality, but follows Silberling— 
perhaps with insufficient regard to subsequent 
criticisms of Silberling’s studies in this field.) 

Nieby]’s point of view cannot be summarized 
adequately by the labels of “Keynesian” or 
“stagnationist.”” The influence of Adolf Loewe 
and Karl Marx have been noted. There is 
throughout a pronounced antitheoretical turn, 
perhaps best summarized by his definition of 
“purely theoretical reasoning” (p. 114) as 
“reasoning the basic assumptions of which are 
no longer founded in the reality which they 
purport to explain.” A related element in 
Niebyl’s methodology is a distaste for all 
quantitative approaches (as exemplified by 
equations of exchange), a confining of their 
pertinence and value to those special cases 
(p. 160) where there is no substantial ‘‘margin of 
error between ideally conceived economic 
mechanics and actually existing economic 
dynamics.” (See also pp. 34 f.) 

Applying these views to current problems, 
Nieby] argues briefly against “inflationary gap” 
analysis (p. ix) that “the concept of inflation 
has a historical content subject to qualitative 
change, the understanding of which invali- 
dates for the conditions of the present most, if 
not all, the judgments traditionally implied in 
it.”” At the time these lines were written (Oc- 
tober, 1944), events might have been inter- 
preted as bearing out Niebyl’s objection to ad- 
ditional taxation in accordance with “the con- 
tinued unequal distribution of financing social 
expenditures” or to the Little Steel Formula as 
a device “to avoid a nonimminent inflation” 
at the behest of “vested and functionally past 
economic interests” (p. x). The present situa- 
tion (May, 1946) appears less sanguine for 
Niebyl’s analysis. 

This is not a book for the novice or the neo- 
phyte. It makes no claims to impartiality or de- 
tachment as a whole, nor are its views presented 
as representative of the consensus of scholarly 
thought in its field, yet controversial conclu- 
sions on particular details are occasionally pre- 
sented on supporting evidence so scanty as to 
mislead the unwary to interpret these particular 
passages as received doctrine. (Limitations of 
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space and not of scholarship may be respon- 
sible.) It will hardly profit the prospective 
reader of Niebyl’s book to imbibe too copiously 
before he has sampled widely the works of the 
“classical” writers themselves, the relevant 
passages of English economic history, and such 
standard doctrinal summaries as Viner, Angell, 
and (more recently) Mints have provided. He 
should also not neglect the first volume of 
Marget’s Theory of Prices, whose views and 
methodology clash most directly with Niebyl’s 
on almost every point at issue. 


M. BRONFENBRENNER 


Federal Reserve Bank of Chicago 


Post-war Markets: A Guide Based upon Official 
Information. Edited by E. Jay HOWENSTINE. 
Prepared by the Bureau of Foreign and 
Domestic Commerce. Washington: Public 
Affairs Press, 1945. Pp. vii+184. $3.50. 


There are various quantitative methods for 
analyzing the structural interrelationships of an 
economic system under assumed conditions. 
This particular volume is based on the method 
of market analysis developed recently in the 
Bureau of Foreign and Domestic Commerce. 

The technique is very simple. A statistician 
(?) examines the historical relationship between 
the sales of a single firm or an industry and an 
indicator of the general level of output, say, 
national income oran index of industrial produc- 
tion. The numerical values of the parameters of 
this historical relationship are estimated 
graphically, by least squares, or by some simple 
method of averaging. Then for each level of 
national income there corresponds an expected 
level of sales for the firm or the industry. 

Post-war Markets proceeds almost entirely 
on this basis. Full employment national income 
and an arbitrary price level are assumed for 
1946. Under the particular set of assumptions, 
what will be the 1946 levels of sales of food, 
clocks, luggage, automobiles, machine tools, 
residential dwellings, aircraft, etc? From the 
past relationship between sales of these various 
goods and services and national income, the 
hypothetical 1946 sales are estimated. However, 
allowances are freely made for qualitative 
factors which will undoubtedly affect sales, such 
as the accumulation of liquid assets, wartime 
technological developments, surplus war prop- 
erty, new products, and others. The influences 


of these qualitative factors are superimposed 
by personal opinion upon the quantitative 
historical relationships and then estimates are 
given in separate chapters for the sales at full- 
employment national income in 1946 in some 
thirty different markets. 

This procedure may sound very scientific, 
but, actually, it ignores the most important 
modern developments in the field of economet- 
rics from the point of view of economic and 
statistical theory. 

The economic theory underlying Post-war 
Markets is the following: common sense tells us 
that general prosperity must certainly influence 
the prosperity of each market of the system. 
A close-fitting empirical relationship between 
national income and the sales of a single market 
is taken as proof of the existence of this com- 
mon-sense relation. What has happened in the 
past must certainly continue in the future. The 
reviewer, however, would like to suggest a more 
powerful methodology as an alternative to the 
habit of promiscuously correlating all economic 
events with the movements of national income. 
The econometrician should first formulate the 
behavior equations of the individual firm or 
household, based on an accepted economic 
theory such as profit or utility maximization, 
and then aggregate these equations over the 
entire economy or some important subsection. 
The aggregative relations will then describe the 
behavior patterns of markets and industries. 
Theoretical models like those of Keynes, 
Kalecki, Evans, Tinbergen, and others are all 
plausible aggregative models. The important 
difference between these models and that of 
Post-war Markets is that they are not based on 
empirical observation alone, but on definite 
economic behavior. When we make forecasts 
from statistical estimates of these theoretically 
sound models, we have more assurance of being 
correct because our estimates are based on es- 
tablished behavior patterns which are more 
likely to hold in the future than is the case with 
mere empirical relationships. Furthermore, 
these models enable us not only to estimate 
sales corresponding to particular levels of 
national income but also to estimate the ex- 
pected level of national income. 

The statistical techniques used in Post-war 
Markets are very crude. Each market equation 
of a highly interrelated system is treated as 
though it were a single equation detached from 
the rest of the system. As shown by Haavelmo, 
the most satisfactory method of estimating the 
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statistical parameters of a system of simul- 
taneous equations is to estimate the parameters 
of all equations simultaneously so that all inter- 
relationships within the system are taken into 
account. Most of the commonly used single- 
equation methods of estimation lead to biased 
results, as is undoubtedly the case in the 
volume under review. 

L. R. Kiem 
Cowles Commission 
University of Chicago 


An Economic Survey of the Los Angeles Area. 
By Frank L. Kipner and Puri NEFF. 
Los Angeles: Haynes Foundation, 1945. Pp. 
151. $2.00. Lithoprinted. 


The wartime distortion of resource alloca- 
tion, together with the current preoccupation 
with employment policy, has given rise to a 
number of regional or local studies of prospec- 
tive employment patterns. The present study 
inquires into the development of the economic 
structure of Los Angeles County. The approach 
is fairly typical. In the first chapter, materials 
primarily drawn from the census occupations 
and labor force data for 1920, 1930, and 1940 
are used to describe the distribution of employ- 
ment among the conventional industrial classifi- 
cations. Professor Sargent Florence’s device of 
comparing the percentage employed in a given 
classification for the locality studied with the 
same percentage for the nation as a whole con- 
stitutes the principal tool for the statistical 
analysis. In the second chapter, this same de- 
vice, the “locational quotient,” is used to com- 
pare the degree of specialization, industry by 
industry, exhibited by Los Angeles and some 
five other cities. In the third chapter, trend lines 
are fitted, first, to employment data beginning 
with 193§ for the various census breakdowns of 
manufacturing industries and, second, to wage 
costs and material costs since 1929. The latter 
two series are from censuses of manufactures, 
and ratios of wages to value added and of mate- 
rial costs to the value of the product are used to 
measure costs in the various manufacturing 
classifications. Chapter iv describes the effects 
of the war on the Los Angeles economy, and in 
Chapter v an attempt is made to estimate the 
employment in the various occupational classifi- 
cations for the period 1945-50. The final 
chapter describes the cyclical fluctuation of 
California and Los Angeles commerce, and the 
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differences between California and the national 
business cycles are pointed out to be most sig- 
nificant during periods of expansion. 

The authors presumably do not purport to 
make a theoretical contribution, and it would 
seem that the audience for which the book is 
intended consists principally of business and 
public administrators who are interested in the 
course of development of the Los Angeles area. 
Yet, for what appears to be the objective of the 
study, the discussion at a number of places 
seems to this reviewer to be somewhat loose and 
to lack a discernment that other places in the 
book would lead the reader to expect. For ex- 
ample, the changes in the percentages employed 
in agriculture for the United States, for Cali- 
fornia, and for Los Angeles are compared in such 
a way as to suggest that economic phenomena 
of a similar character are being compared. In 
certain cases, a “locational quotient”’of less than 
1 (that is, a smaller percentage of total em- 
ployment in a given industry in Los Angeles 
than in the nation at large) appears to be in- 
terpreted as implying an “immaturity” and a 
basis for anticipating a growth of that industry. 
There obviously are no grounds for expecting a 
tendency toward a regional uniformity of these 
percentages except for certain classes of eco- 
nomic enterprise. In estimating postwar em- 
ployment, trends of employment in the different 
industries are extrapolated. Then, as a further 
basis for establishing the estimates, regression 
analysis is used, income and population being 
the two independent variables in each case. But 
it seems clear that, for important categories of 
industries, the relation would be just the re- 
verse, income or employment in the Los Angeles 
area being a function (by way of a sort of mul- 
tiplier relation) of employment in these par- 
ticular industries. In this regression analysis 
only the years 1935-43 are used. In certain 
cases, odd results are obtained—as would be 
expected from the years involved—and the 
principle by which the usable results are dif- 
ferentiated from those that are rejected is not 
made clear. In explaining the meaning of a 
negative partial correlation between employ- 
ment in the food industries and income in Los 
Angeles a statement is made which must surely 
include a misprint. The statement is: “The cor- 
relation actually increases with constant popu- 
lation and declining income and decreases with 
constant population and rising income.” 

That the book lacks an integrating theoreti- 
cal structure is not surprising, inasmuch as no 
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such theoretical structure exists at present. But 
until such is developed, regional statistical 
studies are likely to be intellectually disappoint- 
ing, at least to some; and this in spite of the 
undoubted competence of the authors of the 
studies, who in most cases will have acquired a 
real insight into and “feel” for the statistical 
series with which they work. Moreover, until 
the spatial aspects of economic adjustment are 
incorporated into general theory, this latter will 
remain more incomplete than appears to be 
commonly realized. 

RUTLEDGE VINING 


University of Virginia 


Government and the Mortgage Debtor (1929 to 
1939). By RoBert H. Sxitton. (Ph.D. Dis- 
sertation, University of Pennsylvania.) Phil- 
adelphia: Privately printed, 1944. Pp. 232. 


Students in the legal and economic fields of 
real estate finance will find in this new book a 
scholarly and thorough treatment of the real 
estate mortgage. This volume, a Ph.D. disserta- 
tion at the University of Pennsylvania, not only 
covers the period indicated in the title but also 
takes up the historical development of the 
mortgage and problems involved in its future 
use. 

Special attention is given to mortgage de- 
faults, moratoria and deficiency judgment legis- 
lation, and legal interpretations. Following this 
are separate discussions of governmental activi- 
ties in farm and urban mortgages during the 
thirties. In the final chapter the author ap- 
praises the role of the government and suggests 
a liberal program of governmental subsidy and 
participation in mortgage financing to encour- 
age homeownership. 

The author is unusually successful in welding 
together the economic and legal aspects of 
mortgage finance. As might be expected, the 
author, whose field is political science, writes 
with more authority and understanding on the 
legal aspects. Nevertheless, his handling of eco- 
nomic issues is illuminating and in numerous 
instances original and thought-provoking. A few 
minor inaccuracies are apparent, such as the 
statement on page 110 that land values declined 
in Iowa from 1933 to 1939, when actually values 
increased in this period. Likewise, there is a mis- 
leading inference in this same chapter that the 
moratorium was not very effective because rela- 


tively few cases came under it. On the contrary, 
the existence of the moratorium led many mort- 
gagees to postpone foreclosure and in conse- 
quence gave many debt-burdened owners a 
chance to refinance with the federal land banks 
and the Home Owners Loan Corporation. The 
“land office” business of these government loan 
agencies during this period, ably presented in 
chapters viii and ix, is indicative of the success- 
ful application of the moratorium principle. In 
effect, the moratorium proved to be a successful 
device for granting receivership rights to farm 
and urban homeowners during the low point in 
the business cycle. The author, in another sec- 
tion, presents convincing evidence of the ebb 
and flow of business prosperity and depression 
in a series of estimates of sheriffs’ sales in Phil- 
adelphia from 1800 through 1939, based on his 
own investigation of the records. 

On the judicial treatment, of moratoria and 
deficiency judgments, Skilton is at his best. His 
review of legislation in the various states, his 
analysis of this legislation in practice, and his 
summary of cases testing the constitutionality 
of the different acts stand out as an admirable 
piece of work. In this whole discussion the au- 
thor maintains an objectivity and judicial fair- 
ness that command respect. 

The final chapter is somewhat disappointing, 
in that the author recommends a comprehensive 
governmental program without setting forth 
adequate argument to support it. Many of the 
proposals suggested are undoubtedly worthy of 
consideration, but the lack of previous discus- 
sion about them in earlier chapters and the short 
space allotted to them in the final chapter make 
these proposals seem unconvincing and foreign 
to the remainder of the book. 

The volume as a whole is an able exposition 
and analysis of recent mortgage finance which 
deserves a wide circulation not only among 
scholars in the field but also among farm and 
city mortgage lenders. These lenders will be par- 
ticularly concerned and interested in the sec- 
tions on moratoria and deficiency judgments. 
Since the trend is toward more liberal legislation 
and legal interpretation, factors which will be 
significant in any future depression, this book 
should be studied carefully by those who are 
responsible for mortgage policy during the pres- 
ent period of high incomes and highly competi- 
tive mortgage lending. 

WitiiAM G. MurRRAY 


Iowa State College 
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A Tax Program for a Solvent America. By Com- 
MITTEE ON PostwAR Tax Po.icy. New 
York: Ronald Press Co., 1945. Pp. x+278. 
$3.00. 

Another postwar tax program takes its place 
alongside the C.E.D., Twin-Cities, Ruml- 
Sonne, and other similar documents. Compared 
with these reports, the present volume covers 
many more topics, most of them in greater de- 
tail. It is clearly written and well organized. 
Compilations by the Committee’s staff from 
Statistics of Income are utilized in some sections, 
particularly the chapter on “Venture Capital,” 
and the level of technical competence shown in 
the discussion of conceptual, legal, and adminis- 
trative problems is, on the average, higher than 
in any of the other postwar tax plans. 

These virtues are, however, outweighed by 
substantive defects. Most striking in this regard 
is the Committee’s elementary and one-sided 
discussion of fiscal policy, which practically ig- 
nores the relevant economic analysis developed 
during the past decade. The Committee be- 
lieves that each year’s federal budget should 
show a substantial surplus for debt retirement, 
except that in years of depression they unwill- 
ingly concede a political necessity of merely bal- 
ancing the budget. More important, the report 
will mislead the readers who happen to agree 
with these conclusions already, since it gives 
them no adequate idea of the arguments on the 
other side. For the most part, it contents itself 
with attacking the more extreme positions 
taken by some of the proponents of deficit 
financing. This part of the book falls far short 
of the aim set in the Introduction: “To give the 
reader the information to enable him to come to 
his own conclusions.” 

Another kind of one-sidedness characterizes 
the chapters devoted to particular tax measures. 
Almost without exception, the Committee re- 
stricts itself to a description of how proper pro- 
tection (in its view) can be provided for tax- 
payers of large income or wealth. It emphasizes 
the elements of the present tax system that it 
considers unfair to those of substantial eco- 
nomic power and ignores or leaves unresolved 
the inequities that affect adversely the low- 
income or nonpropertied groups. More freedom 
in selecting a rate of depreciation is urged but 
no mention is made of prevailing depletion al- 
lowances of more than 100 per cent. Compulsory 
joint returns are condemned, but no considera- 
tion is given to the possibility of taxing family in- 
comes on a per capita basis. The capital-gains 








BOOK REVIEWS 459 


loophole at death is not mentioned. The reader 
is not warned that the recommended return of 
the death and gift taxes to the states might 
result in a competitive lowering or repeal of 
these taxes. The Committee is unable to agree 
on any recommendation concerning tax-exempt 
bonds. 

The report is solid enough in most of its parts 
to make it required reading for the public 
finance specialist but too narrow in its view- 
point and too deficient in economic analysis to 
be of more than very limited aid in shaping pub- 
lic policy. 

CarL SHOUP 
Columbia University 
New York City 


Effect of Federal Taxes on Growing Enterprises. 
By J. Keira Butrers and JoHN LINTNER. 
Boston: Graduate School of Business Ad- 
ministration, Harvard University, 1945. Pp. 
ix+226. $3.00. 

The authors of the present volume have 
sought to explore the effects of federal taxes on 
small and growing enterprises by means of five 
detailed case studies and by interviews with the 
officers of several scores of other companies. 
Three of the case studies—those of the Lock- 
heed Aircraft, Polaroid, and Lithomat corpora- 
tions—were each previously published separate- 
ly in pamphlet form by the Graduate School of 
Business Administration of Harvard Univer- 
sity; these and two new ones account for about 
40 per cent of the present volume, and consti- 
tute Part II of it. Part I is an exposition of the 
inferences drawn from the case studies, inter- 
views, related data, and more general considera- 
tions. 

The authors find that tax considerations sel- 
dom dominate decisions to organize small inde- 
pendent enterprises because their promoters 
typically are responding to strong emotional 
drives for independence and for congenial out- 
lets for their energies, rather than to narrow 
calculations of profits before and after taxes. 
But when expansion is contemplated, tax con- 
siderations become progressively more impor- 
tant. High corporate taxes strongly impede the 
growth of young enterprises by reducing the 
attractiveness of risky expansions to the man- 
agements, by curtailing retained earnings as a 
source of financing such expansions, and by 
making outside capital more difficult to attract 
on tolerable terms. For a new or small firm the 
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profit expectancy of a risky expansion is drasti- 
cally reduced when a large fraction of the 
profits, if realized, will have to be paid over to 
the government, while the losses, if realized, will 
fall on the investors alone. Retained earnings, 
which have been the major source of capital for 
growing industrial enterprises, are especially 
important to small enterprises because outside 
capital is typically inaccessible to them and be- 
cause it often jeopardizes the insiders’ control 
even when it is obtainable. High corporate taxes 
directly reduce the possible amounts of retained 
earnings. Further, by shrinking the potential 
profits from new developments and by making 
their exploitation riskier, high corporate taxes 
worsen the already unfavorable terms on which 
small companies can sometimes obtain limited 
amounts of outside capital. 

In each of these respects the impeding or 
repressive effect of high personal taxes is much 
less marked. Personal taxes influence corporate 
decisions only indirectly; they do not absorb 
earnings of incorporated enterprises otherwise 
available for reinvestment; and they do not 
deter investment by outsiders nearly as much as 
high corporate taxes. In fact, high personal 
taxes, in combination with the striking preferen- 
tial treatment of capital gains under present 
law, frequently act as a positive stimulant to 
investment by outsiders in risky enterprises. 
Wealthy investors whose small yields from safe 
investments are subject to the full force of the 
individual income tax schedule are provided 
with a strong incentive to divert their funds to 
ventures offering the possibility of substantial 
capital gains, the maximum tax rate on which is 
25 per cent. “Indeed,” say the authors, “given 
the present taxation of capital gains, much of 
the invective hurled at the repressive effect of 
progressive surtax rates on highly venturesome 
investments is beside the point” (p. 38). 

Large established corporations are much 
better able to face high corporate taxes than 
small growing firms, for several reasons. In their 
case the risk of new expansions is partly borne 
by the government rather than by the stock- 
holders, because a loss in the new line will re- 
duce the taxes payable on the profitable lines. 
For them, a high corporate tax rate means an 
equally high allowance for losses. The new, 
small company lacks this offset to the risks of a 
new development. The large, established com- 
pany is also much less dependent upon the re- 
tention of earnings as a source of capital. It is 
able to finance the introduction of new products 


to a considerable extent with funds representing 
depreciation charges and other noncash ex- 
penses, and it can far more easily acquire new 
capital through stock and bond issues. 

From these considerations, which are clearly 
and forcefully formulated and vividly illustrated 
in the case studies, Butters and Lintner con- 
clude that high corporate taxes exert a dispro- 
portionately baneful influence upon small enter- 
prises, and thereby promote the concentration 
of industry into relatively few hands. The basic 
financial need of small business, they declare, is 
the ability to expand from retained earnings, 
and this is made difficult or impossible by a high 
tax on corporate incomes. They therefore rec- 
ommend a differential reduction in the tax rate 
on small business. This might take the form, 
they suggest, of reducing the tax rate on the 
first $100,000 of income for all corporations to 
20 per cent or less. Because of the great concen- 
tration of business profits among very large 
enterprises, they find that the net loss in federal 
revenues from such a tax reduction would be 
less than 15 per cent of the yield of a flat-rate 40 
per cent tax. Although they suggest that the 
burden on small companies might also be light 
ened by other measures, such as accelerated 
depreciation, longer loss carry-overs, removal or 
mitigation of the double taxation of dividends, 
greater deductibility of capital losses, and an 
averaging device for computing personal in- 
come taxes, they only cite and do not assess 
these possibilities, and they hold that none of 
them would be an effective substitute for a dif- 
ferential tax reduction on the retained earnings 
of small business—their one positive recom- 
mendation. 

Some readers will doubtless be surprised by 
the contrast between the strong case made by 
the authors against high corporation taxes for 
small corporations and the mildness of their 
suggested corrective. Such restraint will scarce- 
ly appeal to those who condemn the corporation 
income tax on categorical grounds and who will 
be satisfied with nothing less than its complete 
repeal. To this reviewer, however, the proposal 
makes good sense. It comports well with the 
findings of the study; it fits easily into our exist- 
ing pattern of taxation, being only an extension 
of the preferential treatment of small corporate 
incomes now in the law (a preference often 
ridiculed on the ground that small corporations 
may be owned by wealthy individuals) ; and its 
chances of getting favorable consideration from 
Congress are reasonably good. Doubtless a sub- 
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stantial rate advantage for corporate incomes as 
large as $100,000 would open some new oppor- 
tunities for tax avoidance through splitting up 
related business operations among several cor- 
porations. Doubtless, also, it would permit some 
wealthy investors to reduce their effective tax 
burdens below those of others with equal 
(equitable) incomes. But some sacrifice of dis- 
tributive equity may be a reasonable and even a 
low price to pay in the interests of resisting the 
concentration of industry and of promoting a 
readier flow of savings into venturesome invest- 
ments. The art of taxation is precisely that of 
making a judicious compromise between com- 
peting considerations. 

The book is interesting for more than its 
immediate subject. In chapters vii and viii a 
variety of materials illumine the inadequacy of 
our institutional provisions for channeling sav- 
ings into productive undertakings. Individual 
investors have displayed an increasing aversion 
to assuming the risks of business ownership, but 
nevertheless continue to pile up large savings in 
good years; and business enterprises desiring to 
float capital issues of $100,000 or less can find no 
financial machinery equipped to serve them ef- 
ficiently. The five detailed case studies are live- 
business histories which will interest many stu- 
dents of business finance. 

Apart from the technical competence with 
which the study has been executed and the 
clarity and vigor of the presentation, this re- 
viewer was favorably impressed by the breadth 
of view and the discernment of the authors, 
who, in studying the effects of high taxes on 
small business, did not forget that these taxes 
are only a part of a whole tax structure, and the 
whole tax structure only a part of a broader 
economic environment. 


LAWRENCE H. SELTZER 
Wayne University 


The TVA: Lessons for International A pplica- 
tion. By HERMAN FINER. Montreal: Inter- 
national Labour Office, 1944. Pp. viii+289. 
$2.00. 

Herman Finer attempts in this book to 
“record an experience valuable to those general- 
ly interested in the possibilities and conduct of 
public-development works, and....to dis- 
tinguish the problems facing an international 
agency seeking to assist the development of the 
resources of undeveloped countries.” Finer 


spent more than a year in the offices of the 
T.V.A. (ca. 1938) preparing for the Social Sci- 
ence Research Council a report, never divulged 
to the public, on T.V.A. activities; and he has 
had access, it appears, to the report, issued in 
1939, of the Special Committee of the Congress 
investigating the T.V.A. and to two or three 
annual T.V.A. reports since that date. The book 
presents a summary of his observations with 
particular reference to operating and manage- 
ment problems; a final chapter is devoted to 
“The Problem of an International TVA.” 

The long background of the T.V.A. develop- 
ment is reviewed at some length. Navigation on 
the Tennessee River had been a century-old 
problem. Numerous attempts, all unsuccessful, 
had been made during the nineteenth century to 
build a canal and instal locks at Muscle Shoals, 
without which no river traffic could reach Chat- 
tanooga from the Mississippi except during 
brief periods of high water. At the same time 
various flood-control measures had been advo- 
cated in an effort to reclaim lands bordering the 
river, the principal but not always successful 
remedy having been the building and rebuilding 
of levees. And when in the nineties the genera- 
tion of cheap power by falling water became a 
reality in other sections of the country, both 
private and public proponents clamored for the 
harnessing of the Tennessee. It was a seven- 
state river; everyone talked about it but could 
do little without the intervention of the Con- 
gress, the authority of which under the Consti- 
tution extended to all navigable waters. Perhaps 
the inevitability of the Tennessee’s develop- 
ment under federal auspices became a fixed 
idea in the public mind after President Theo- 
dore Roosevelt in 1908—for the second time in 
five years—vetoed a measure that would have 
turned over the Muscle Shoals site to the pri- 
vately owned Alabama Power Company. By 
1917 it seemed only natural that when the need 
for vast new sources of nitrates, and power to 
manufacture them, was recognized, the Army 
should turn to the Muscle Shoals site and ex- 
ploit it on a large scale. It occasioned no sur- 
prise when the Congress, a few years later, re- 
fused to sell or lease the site and the partly con- 
structed Wilson Dam to Henry Ford and others 
who saw an opportunity for profit in the low 
cost of power. And finally, after many years of 
insistence that the Congress could no longer re- 
fuse to acknowledge the need for an intensive, 
many-sided development of the Tennessee 
watershed, Senator Norris, almost single- 
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handed, in 1933 wangled from the Congress the 
Tennessee Valley Authority Act, thus firmly 
establishing a federal corporation with sub- 
stantial authority designed to affect in many 
ways the economy of the whole region. 

On the operating side, Finer summarizes the 
T.V.A.’s practical achievements. Has it been 
able, he asks, to increase the productivity of a 
people whose land is rich in primary resources 
and to increase their level of consumption and 
possessions? For an answer he turns to the 
record. A 9-foot, 800-mile navigation channel 
has been completed from Knoxville to the 
Mississippi; river terminals have been built; 
barge lines have been promoted; a Tennessee 
Valley Waterways Conference, with municipali- 
ties as members, has been established; and traf- 
fic possibilities have been surveyed and made 
known to industry. By the unified operation of 
T.V.A.’s twenty-four dams on the river and its 
tributaries, flood dangers have been minimized 
in the valley with effects extending down the 
Mississippi. Abundant power has been produced 
(more than nine billion kw.-hr. last year) and 
sold at an average of something less than 4 mills 
per kw.-hr. to one hundred and thirty munici- 
palities and co-operatives, several large indus- 
trial plants, and neighboring privately owned 
utilities, with a profit ($14,000,000 last year) 
now more than sufficient to pay for all other 
T.V.A. operations. At Muscle Shoals chemical 
production of ammonium nitrate and other fer- 
tilizers for general distribution and of elemental 
phosphorus for the Army has reached 250,000 
tons annually. Demonstration farms sponsored, 
often financed, by the Authority are in opera- 
tion throughout the area, T.V.A. fertilizer has 
been tested in most of the forty-eight states, a 
hundred million trees from T.V.A. nurseries 
have been planted in eroded sections of the 
valley, and conservation of forests and wild life 
has been promoted on a large scale in diverse 
ways. State planning commissions have been 
urged by. the Authority and when established 
have been encouraged and assisted. Devices 
have been perfected and turned over to com- 
mercial operators in the field of agricultural im- 
plements, food processing, refrigeration, and 
cottonseed-oil production. Recreational facili- 
ties have been provided on the lands surround- 
ing the reservoirs. New industries have been 
promoted and the high freight rates prevailing 
in the South have been reported on, with recom- 
mendations, to the Congress. The list of ac- 
complishments is impressive, the techniques 
novel. 


From Finer’s recital of the benefits to the 
common man which the T.V.A. has consciously 
and earnestly sought, three characteristics 
emerge on almost every page: the author is tell- 
ing an uncritical story, the means for appraising 
achievements in the public service have never 
been established anyway, and more than a trace 
of the language of propaganda often obtrudes 
and obscures the exposition. However, there 
can be no doubt about Finer’s enthusiasm for 
his subject. 

The management powers and practices of the 
Authority and its relations with other agencies 
are well described. Finer advocates the estab- 
‘ishing of an advisory council with which the 
Authority could confer on its current program 
and on proposed new ventures; he is afraid of 
misinterpretations of objectives and of future 
growth away from the sharing of common re- 
gional aspirations. He is critical of a full-time 
board of directors; now that major policies have 
been determined and the general-manager prin- 
ciple fully established, would not the added ex- 
ternal points of view of part-time directors be 
more helpful to the mature organization than 
the points of view of insiders, which typically 
and all too quickly become ingrown and narrow? 

As to the adoption of the T.V.A. idea in 
other countries, Finer feels that a sufficiently 
impressive demonstration has been made in- 
dicating ‘‘that existing political divisions of the 
world and their frontiers . . . . are not self-suf- 
ficient economic units” and that a practical 
working linkage between neighboring nations 
facing a common economic problem can be 
found in the methods by which the T.V.A., 
after much experimentation, has been able to 
get things done. Areas with low living stand- 
ards, brought to that condition through soil 
depletion or other common cause, would be 
fertile fields for the institution of unified devel- 
opment plans. Many a project could be made 
self-liquidating and might, therefore, be 
financed with borrowed money. Co-operation 
with experts and collaboration with existing 
agencies would be a primary requirement, under 
powers clearly defined and commended to all 
groups affected, so that it may be said that the 
project’s “psychological, economic, and social 
impact amounts to something more than the 
sum of its several purposes.” 

Many data in the volume, particularly in 
Appendixes I and III, are presented virtually 
without comment, and the reader has no way of 
understanding their significance. Errors of fact 
and conclusion were observed at various points. 
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No index was provided. Notwithstanding these 
limitations, which fortunately are minor, the 
book stands as a fine tribute to the purposes 
and accomplishments of the T.V.A. and its per- 
sonnel and as a well-documented argument for 
its continuance as an example of successful 
interstate co-operation. 

E. L. KoHLeR 


Wilmette, Illinois 


Full Employment and Free Trade. By MICHAEL 
Po.any1. Cambridge: University Press; New 
York: Macmillan Co., 1945. Pp. x+155. 
$2.75. 


Like the film, Unemployment and Money, pro- 
duced by Michael Polanyi, this excellent small 
volume presents the core of the Keynesian ex- 
planation of cyclical and chronic unemploy- 
ment to a lay audience. In addition, it infers 
from the Keynesian analysis a public policy at 
sharp variance with those often propounded by 
Keynesian “planners” and advocates of public 
works, who, according to Polanyi, have based 
their policies on a misconception in their inter- 
pretation of Keynes. 

Many Keynesians will object to the infer- 
ence from Keynes that “all efforts to eliminate 
unemployment by the direction of trade must 
appear futile” just as non-Keynesians will deny 
that Keynes “discovered” the mechanism by 
which the level of employment is determined. 
These issues appear unimportant, however, for 
the principal argument of the book is actually 
independent of Keynes, since it can be stated 
equally well in non-Keynesian terms. Essen- 
tially the book is an explanation of the money 
circle, of the need for monetary stability, and of 
a technique for attaining monetary stability 
referred to as the principle of neutrality. 

The principle of neutrality is familiar to 
economists. It is simply that the process under- 
taken to create sufficient monetary circulation 
“should be, and can be, carried out in a neutral 
form, i.e., in a way requiring no materially sig- 
nificant economic or social action to accompany 
it” (p. 29). More specifically, it means that no 
public expenditure should be undertaken for 
the sake of monetary consequences beyond the 
limits which otherwise would be set to such 
expenditure. The principle is thus an objection 
to the public works proposals of Keynesians 
and non-Keynesians alike. Monetary stability 
is to be achieved through adjustment of govern- 


ment revenues, deficits, and new money issues 
rather than through expenditures. 

The exposition does much to dissipate the 
confusion found in some recent writing— 
Hansen and Beveridge (Full Employment in a 
Free Society) providing excellent examples—be- 
tween policies aimed at the goal of full employ- 
ment and those aimed at particular goals of par- 
ticular public expenditures such as housing or 
urban redevelopment. 

The Keynesian explanation of unemploy- 
ment—excess savings and investment satura- 
tion—is accepted, with the result that little at- 
tention is given to the maladjustment of relative 
prices as a possible cause. 

A brief discussion of the economic policies of 
Nazi Germany, the U.S.S.R., and wartime 
capitalism argues that in all cases monetary ex- 
pansion rather than direct planning has been re- 
sponsible for full employment. One chapter is 
devoted to a discussign of complications in 
policy occasioned by foreign trade. 


. CHARLES E. LINDBLOM 


University of Minnesota 


International Trade and Domestic Employment. 
By Catvin B. Hoover. (“Committee for 
Economic Development Research Study.’’) 
New York: McGraw-Hill Book Co., Inc., 
1945. Pp. xii+177. $1.75. 

This is one of the series of studies, sponsored 
by the Committee for Economic Development, 
which form part of a program of research and 
policy recommendation in the general field of 
employment. Dean Hoover’s book is of course 
concerned with the implications for internation- 
al economics of the widely accepted end of 
national “full employment”; but the theme of 
his book is somewhat broader than its title 
might suggest: “full employment” is treated as 
a proximate end leading to a higher real in- 
come, and Hoover is accordingly concerned 
with the relationship of national real income to 
the volume and character of international trade. 
Much of the analysis and almost all the policy 
recommendations are intended to apply to 
American problems. 

Hoover begins with the old truths concerning 
international specialization and its effect upon 
the real income of a nation. But, in spite of 
undoubted advantages, he sees “serious dif- 
ficulties and complexities” in the way of a free- 
trade policy. These difficulties are described in 
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nontechnical language for the general reader. 
There are, first of all, the familiar objections to 
free trade to be found in the literature on dump- 
ing, as well as the equally familiar objections 
that free trade may entail social costs if indus- 
tries, previously tariff sheltered, are forced to 
shut down and that national security requires 
the protection, by tariff or subsidy, of industries 
essential to national defense. There is no specific 
mention of the national advantage to be gained 
from tariffs (or from export taxes) which im- 
prove a country’s terms of trade through the 
monopolistic exploitation of its customers; but 
the analogous advantage under a complete state 
monopoly of trade is considered later in the 
book. 

Other objections to free-trade policy dis- 
cussed by Hoover are basic to the new quasi- 
liberal protectionism which seems to be gaining 
strength in England. Trade controls may re- 
lieve domestic unemployment in a period of 
world depression (or, better, they may insulate 
domestic employment from the shock of in- 
stability and unemployment abroad) ; control of 
capital movements may be necessary to coun- 
teract movements of “hot money”; special ad- 
vantages from controlled trade appear in par- 
tially managed economies; and the term “free 
trade”’ has little meaning, and the policy no ad- 
vantages, for nationalized or highly cartelized 
economies. 

Hoover sees a dual problem of policy: It is 
necessary, first, to resolve the dilemma of domes- 
tic full employment versus unregulated foreign 
trade and, second, to deal with the funda- 
mental issue of trade barriers. Specifically, he 
favors participation in the international mone- 
tary fund and bank (to which we are now com- 
mitted); agreements to eliminate or discourage 
international cartels; no special protection for 
American war industries; generally lower Amer- 
ican tariffs, provided other countries take re- 
ciprocal action; settlement of lend-lease without 
disrupting balances of payments; and an 
American merchant marine (with an active 
12,000,000 deadweight tons and laid-up tonnage 
of 10,000,000) appropriately subsidized to ef- 
fect what he considers a satisfactory compro- 
mise among the competing ends of national se- 
curity, comparative advantage, and world 
balance-of-payments equilibrium. 

The moderation of Hoover’s book is likely to 
disarm his critics, even when he challenges the 
venerable orthodoxy of free trade. In general, 
this reviewer finds himself on the side of ortho- 


- doxy in the discussion of trade barriers and on 


Hoover’s side in the discussion of full employ- 
ment and the volume of trade. On the one hand, 
Hoover is certainly right in emphasizing the im- 
portance of a high and stable level of American 
national income and employment in raising and 
stabilizing the level of American imports. Some 
assurance of American stability at a high level 
of national income (and imports) seems to be 
necessary if the old truths concerning inter- 
national specialization under free trade, which 
were overwhelming in the world of John Stuart 
Mill, are to regain their lost power in the world 
of John Maynard Keynes. On the other hand, 
the advantage of using American tariffs as bar- 
gaining devices seems to this reviewer to be out- 
weighed by the favorable moral effect of unilat- 
eral reduction. Ideally, of course, there should 
be multilateral reductions, but old-fashioned 
tariff bargaining is not likely to bring them 
about, and to limit American reductions to the 
pace of world reductions may mean not only 
the sacrifice of America’s national interest as a 
great creditor, but the abdication of the moral 
leadership she has evidently assumed in the 
struggle to restore freer multilateral trade. Ulti- 
mately, low American tariffs, combined of 
course with high levels of American national 
income and employment, may prove to be the 
strongest weapons with which America can 
“bargain” for the reduction of trade barriers 
throughout the world. 

DONALD B. MARSH 


Barnard College 
Columbia University 


Fourteenth Annual Report: 1st April 1943— 
31st March 1944. By BANK FOR INTERNA- 
TIONAL SETTLEMENTS. Basel, Switzerland, 
1944. Pp. 313. 

The research staff of the B.I.S. must have 
been in a quandary as to its own future as it 
prepared the Fourteenth Annual Report. There 
is reference (p. 59) to an article that appeared in 
January, 1945; yet the publication date is given 
as the end of 1944. Nominally the report covers 
the fiscal year ending March 31, 1944. Informa- 
tion is given in some fields to the end of 1944; 
yet there is no mention of the Bretton Woods 
Conference of July, 1944, which recommended 
“the liquidation of the Bank for International 
Settlements at the earliest possible moment.” 
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Still, there is virtue in not becoming a slave to 
the calendar. 

The Fourteenth Report may proudly take its 
place in a series that will remain one of the 
most important appraisals of the passing scene 
of world economics and finance. The staff has had 
to dig ever deeper to find meaning in and im- 
plications of current developments. Long ago— 
that is, in 1931—all of eleven pages of discussion 
was devoted to description of the activities oi 
the Bank. The scope of the report was soon en- 
larged, and the primary focus became monetary 
policy in its many aspects: gold, exchange rates, 
balances of payments, government finance, 
central banking. That is still the focus, but the 
report under review carries its analysis back to 
such primitive forces as birth rates and factors 
responsible for their world-wide increase. “It 
can hardly be wrong to say that this rise is a 
sign of some deep-seated optimism, akin per- 
haps to recklessness, which is not necessarily 
the same as irresponsibility” (p. 17). The report 
contains dispassionate warnings in the field of 
monetary-fiscal policy, of which the following 
are perhaps the most important: “There is 
....@ particular danger....that the eco- 
nomic disturbances in the coming transition 
period will be viewed in the light of the ‘Great 
Depression’ from 1929 to 1933, which, by its 
very intensity, burnt itself into the minds of 
people as no similar disturbance has ever 
done” (p. 18); “ . . . . continued large-scale in- 
tervention to maintain rigidly fixed quotations 
for government bonds with the use of newly- 
created central-bank money may have to be 
looked at in a different light in peacetime; the 
central bank may, indeed, find that, for prac- 
tical reasons, it cannot lightly assume the task 
of being, in all circumstances, the ‘shifter of 
last resort’”’ (p. 252). 

The world is in the midst of launching new 
international organizations in finance and other 
fields. A competent international civil service 
is needed to staff these institutions. Permanent 
tenure for the competent should help attract 
desirable servants. The annual reports demon- 
strate the competence of the staff of the B.I.S. 
and the fact that it takes time to build a com- 
petent staff. In view of these considerations, 
the management of the new international 
financial institutions might consider staff mem- 
bers of the B.I.S. as they organize their own 
staffs. 

Kart R. Bopp 


Philadelphia 





Commercial Policy in the Post-war World: Report 
of the Economic and Financial Committees. 
Geneva: League of Nations, 1945. Pp. 124. 
$1.25. 

Early in their report, the League’s Economic 
and Financial Committees draw some conclu- 
sions about the interwar experience of efforts to 
reduce international trade barriers. The chief 
factors preventing the liberalization of commer- 
cial policies, they say, were political and eco- 
nomic insecurity ; “the failure to devise any col- 
lective plan for tiding over the transition peri- 
od” which led to the growth of vested interests 
behind supposedly temporary trade barriers; 
lack of regard for consumer interests which were 
inarticulate and therefore politically weak; and, 
finally, unemployment and economic insta- 
bility. Consequently, the committees consider it 
a requisite for the success of postwar liberal 
commercial policies that they be closely associ- 
ated with national and international policies for 
reconstruction, full employment, and higher liv- 
ing standards. Such measures will “create an 
atmosphere favourable to the reduction of trade 
barriers and the elimination of trade discrimina- 
tions,” in turn, it is hoped, leading to “a great 
expansion of multilateral trade [which] should 
increase employment, increase the productivity 
of labour and capital and make possible pro- 
gressively higher standards of living.” 

This emphasis on the setting of commercial 
policy proposals and the conditions necessary 
for their success is of great importance and 
seems now to be widely appreciated. This is 
something, at least, that has been learned from 
the depressing history of international trade 
conferences and negotiations in the twenties and 
thirties. 

The committees also cite lessons which they 
think should have been learned about the pro- 
cedure and machinery of international commer- 
cial negotiations. They cite the advantages of 
multilateral action but caution that adequate 
groundwork must be laid if an international 
trade conference is to be a success. The commit- 
tees also stress the importance of broadening the 
scope of international negotiations so that em- 
ployment and other matters related to trade can 
be discussed concomitantly with commercial 
policy, to make use of the interrelationship al- 
ready cited. Finally, the committees are im- 
pressed with the importance of establishing in- 
ternational machinery, stronger than that of the 
League, to prepare multilateral agreements, to 
collect data, and “to plot the course of desired 
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international policies and to bring about a co- 
ordination of national action through consulta- 
tion.” 

The more detailed recommendations of the 
committees regarding the lowering of trade bar- 
riers and the achievement of nondiscrimination 
are too numerous to be recapitulated here. They 
follow a familiar pattern. It is not the fault of 
the committees if there is little new to be said in 
this well-worked field. The report states familiar 
liberal conclusions well and concisely and gives 
special consideration to some of the fundamen- 
tal problems of the postwar years: the particular 
needs of industrializing countries in the com- 
mercial policy field, the avoidance of transition 
controls that will become permanent, and the 
changes in trade policy required by wartime 
alterations in the world’s financial structure. 
Two interesting chapters, leaning heavily on 
other League documents, discuss the vexed 
problems of conditional versus unconditional 
most-favored-nation treatment, equal treat- 
ment as applied to direct controls, customs 
unions and quasi-customs unions, cartels, and 
commodity agreements. 

The report proper takes not much more than 
half of the volume. The rest is devoted to three 
appendixes: a reprint of part of the Economic 
Committee’s 1933 report on most-favored- 
nation treatment, a note by the League Secre- 
tariat on “measures to prevent the growth of 
vested interests behind quantitative trade con- 
trols during the post-war transitional period of 
general shortage,” and a list of League docu- 
ments on commercial policy. 

Altogether, this is a useful book that has an 
important place in the current series of League 
documents dealing with postwar problems. 


WILtIAM DIEBOLD, JR. 


Alexandria, Virginia 


Cartels: Challenge to a Free World. By WENDELL 
BerceE. Washington: Public Affairs Press, 
1944. Pp. vi+266. $3.25. 

This admirable volume by the assistant at- 
torney-general now in charge of the Anti-trust 
Division constitutes an excellent introduction 
to the cartel problem. From the large mass of 
documentary evidence accumulating daily be- 
fore the federal courts and various congressional 
investigation committees, Berge has skilfully 
selected and freely quoted the most significant 


facts and woven them together in eminently 
readable style. 

Four brief introductory chapters explain the 
similarity of intent and effect on competition of 
the old-fashioned “trust” and the modern car- 
tel. Due to modern technology, the ingenious 
use (or abuse) of patents, and other devices, 
such vast economic and political power has been 
centralized in cartels as seriously to menace free 
private enterprise and the democratic state. 


In a whole roster of industries patents have been 
employed as the police power of private economic 
governments. In the radio industry, in explosives, in 
spectacles, in glass containers, in magnesium, in vita 
mins, in medicines, in building materials, in dye- 
stuffs, in electrical equipment and in synthetic rub- 
ber, to mention prominent examples, . . . . groups 
controlling concentrated patent structures . . . . de- 
termine....who shall be given permission to 
manufacture, to buy and to sell... . what prices 
should be fixed and in what markets sales might 
also be made..... Such control is regimentation 
and bureaucracy in an extreme and pernicious 
form..... This type of regimentation has acquired 
such influence in numerous branches of industry 
that free enterprise no longer operates [p. 40]. 


The body of the volume (chaps. v—xii) is de- 
voted to an anatomical study of individual car- 
tels, notably in the field of pharmaceuticals, 
nonferrous metals, and chemicals. At all times 
the main facts are brought out by direct quota- 
tion of statements made under oath by the car- 
tel operators themselves. The luxury of infer- 
ence is restricted to severe understatement. 

In final chapters entitled ‘‘Private Govern- 
ments” and “Freedom or Control,” again by the 
method of quoting chapter and verse from 
unwilling witnesses (e.g., Dupont admitting 
that its agreement with the German I.G. pre- 
vented it from selling tetrazene-primed am- 
munition to the British, Standard Oil stopping 
Goodrich and Goodyear the month before Pearl 
Harbor from making synthetic rubber, and the 
Aluminum Company of America agreeing with 
the Germans to keep aluminum and magnesium 
production down and prices up), Berge patient- 
ly elaborates how cartels constitute a challenge 
(a less cautious person would say “‘menace’’) to 
the United Nations and a free world. Only 
miracles of casuistry or rigid bias enable one to 
disagree with the author when he concludes: 


I believe it has been clearly demonstrated that 
certain fundamental decisions affecting our relations 
with the rest of the world have been formulated and 
put into effect by private groups without the sanc- 
tion or knowledge of Government. These decisions 
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concerning our strategic materials, industry and 
trade, our Good Neighbor and our European 
policies, our disposition of enemy property, con- 
siderations of espionage, secrecy and the evasion of 
our laws, have all been accomplished without the 
knowledge of our government or its acquiescence 


[p. 230]. 


By way of solution Berge advocates, first of 
all, the breaking-up of all cartels, thus opening a 
larger market for American products in Latin- 
American and other foreign markets. In addi- 
tion, he would encourage domestic research, 
making all enemy research and “know-how” 
freely available, possibly through an inter- 
national clearing-house. Furthermore, he advo- 
cates a vigorous program of international devel- 
opment and the establishment of an internation- 
al forum before which victims of cartel opera- 
tions could state their case and secure that 
access to raw materials on equal terms promised 
in the Atlantic Charter and the Lend-Lease 
agreements. 

For much too long a time economic literature 
on cartels, particularly that representing schol- 
arship of German origin, has consisted of tedi- 
ously elaborated definitions and subclassifica- 
tions without insight or reality, tending to make 
cartels an esoteric subject in which the ordinary 
citizen would take no interest. Berge’s book is 
factual, concrete, challenging, and, above all, 
instructive. It should be required reading for 
every citizen interested in expanded production, 
full employment, and effective machinery for 
world peace. 

THEODORE J. KREPS 


Graduate School of Business 
Stanford University 


The Japanese Nation: A Social Survey. By JouN 
F,. Empree. New York: Farrar & Rinehart, 
Inc., 1945. Pp. xi+308. $3.00. 


This social survey is the kind of careful, ob- 
jective, and penetrating study which is urgently 
needed not only for Japan but for many other 
countries in which American public opinion and 
American policy could be influential in a con- 
structive way if our good will were only suf- 
ficiently tempered with knowledge and intel- 
ligence. 

The author states in his Introduction that 
Pearl Harbor caught the United States off 
guard because, while Japan made it a point to 





learn about Europe and America, the average 
American gave little heed to Japan and the 
Japanese. Even the many books and articles 
which appeared during the war were likely to be 
superficial and sensational. “Some writers 
seemed to have swallowed whole Japan’s official 
mythology of a sacred emperor, robot soldiers, 
and a meek populace, while others engaged in 
gory tales of Asiatic atrocity. Only a few at- 
tempted to outline the social organization of 
Japan, or to point out some of the historical and 
economic factors which lay behind the develop- 
ment of the present conflict.” 

Mr. Embree has applied the methods of so- 
cial anthropology to his social survey of the 
Japanese nation. He is concerned, not with the 
material aspects of Japanese culture such as art 
and architecture, but with government, reli- 
gion, education, and the whole network of social 
relations which go to make up the national 
structure. After a brief discussion of the geo- 
graphical setting, racial origins, and historical 
background of Japan, the author describes and 
analyzes the modern economic base, govern- 
ment structure, social class system, education, 
family and household, religion, and certain cul- 
tural patterns and national attitudes which 
contribute to the understanding of Japanese 
behavior. 

The study as a whole is a miracle of con- 
densation. It can be read with profit by any 
literate person, but the more the reader already 
knows about Japan, the more he will appreciate 
Embree’s accomplishment. So many interesting 
and controversial points are touched upon that 
the reviewer must deliberately limit the discus- 
sion to a small number of them. 

The two longest chapters and perhaps the 
most interesting in the light of current problems 
are those on “‘Government Structure” and “‘Re- 
ligion.” Here the author disposes of many cur- 
rent controversies by indicating what is really 
important and what is mere window-dressing. 
He describes clearly with numerous outline 
charts the position of the Emperor as the civil, 
religious, and military head of the state and the 
roles played by other groups, such as the Em- 
peror’s advisers, the Cabinet, the Diet, the po- 
litical parties, the civil service, and the military. 
The people are especially active in local govern- 
ment and may act as a check on the policy- 
makers in several ways. His conclusions (p. 
109) will surprise many critics who tend to com- 
pare Japanese government practices with 
British and American ideals instead of with 
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government practices of other Asiatic coun- 
tries. 

After reading Embree’s chapter on religion, 
one cannot help but feel that a great deal of 
nonsense has been written and spoken about 
Shinto, the Way of the Gods. Shinto includes 
three overlapping bodies of religion—State 
Shinto, Sect Shinto, and Popular Shinto—as 
well as the Japanese myth of origin. Instead of 
being taken literally, Japanese mythology may 
be compared with the account of creation in the 
Old Testament or with Greek mythology. While 
State Shinto is emphasized in schools and on 
state occasions, Buddhism is the living religion 
of the masses in Japan, and the religion of the 
family and the household is a mixture of 
Buddhist and Shinto elements. 

Writing before the end of the war and the 
surrender of the Japanese, Embree suggested 
(p. 197) that State Shinto could be abolished 
without destroying Sect Shinto or Popular 
Shinto ‘‘any more than the abolition of State 
Catholicism at the time of the French Revolu- 
tion meant an abolition of private churches and 
popular Christian practices in republican 
France.” 

He again emphasized this point in the con- 
cluding section of the book (p. 261): “The 
whole system of State Shinto, with its emphasis 
on the sacred descent and infallibility of the 
Emperor, is a new development since Tokuga- 
wa times. It could be dismantled tomorrow, 
without seriously disrupting Japanese society, 
the Emperor being reduced to the role of the 
British King and Shinto priests left to make a 
living from voluntary contributions on the same 
basis as Buddhist and Sect Shinto priests.” 

Within a few months, the system was abol- 
ished and dismantled. General MacArthur, on 
December 15, ordered the abolition of all 
state support for State Shinto, and Emperor 
Hirohito, in his New Year rescript, expressly 
disclaimed the divinity attributed to him and 
called upon his people to abandon “the false 
conception that the Emperor is divine and that 
the Japanese people are superior to other races 
and fated to rule the world.” 

Embree holds that neither Japanese behavior 
traits nor the position of the Emperor under 
State Shinto provide a simple explanation for 
Japanese aggressive warfare. Rather he looks to 
certain socioeconomic causes, such as indus- 
trialization and European colonization in Asia. 
The fact that Japan was a newly industrialized, 
independent nation in the midst of an area 


dominated by Occidental colonial and economic 
interests and that her great manufacturing cities 
depended for their existences on markets and 
natural resources, such as oil from Southeast 
Asia and coal from Manchuria, created a situa- 
tion which was bound, sooner or later, to lead to 
a war of survival. (For repeated statements of 
this point of view, see pp. 9, 46, 49, 236-39, 260, 
and 262.) 

His final paragraph, written while the war 
was still raging, contains a warning for the 
Western powers. After pointing out that Japan 
was far and away in the lead in all Eastern Asia 
so far as education, literacy, public health, and 
industrialization were concerned, he attributed 
this progress to the fact that Japan alone en- 
joyed complete and independent sovereignty in 
contrast to the colonial status of Malaysia and 
the economic domination of China by foreign 
powers. When China and Malaysia become 
truly independent, they, too, will come of age, 
with all that implies. It will mean the final with- 
drawal of Europe and America from political 
and economic control in Asia. ‘““The question is, 
can the Western powers withdraw gracefully, 
thus making possible a future of friendly social 
and economic interdependence between all mod- 
ern nations, or will they resist the new trend, 
thus laying the groundwork for a second war in 
East Asia?” 

ELIZABETH Boopy SCHUMPETER 


Cambridge, Massachusetts 


The German Record: A Political Portrait. By 
WILLIAM EBENSTEIN. New York: Farrar & 
Rinehart, Inc., 1945. Pp. ix+334. $3.00. 
“One way of solving the German problem, 

partially, at least, would be to declare a mora- 

torium of, say, two years, on books, articles and 
lectures on the Germans and the problems they 
present to the world” (p. 288). This statement 
is made to lead up to the sound suggestion that 
we should also “begin to wonder and worry 
about the Poles and Czechs, the Serbs and 

Greeks, the Dutch and Belgians, the Danes and 

Norwegians, the French. ... . ” It is unfortu- 

nate, however, that the author did not take his 

own dictum to heart and declarea moratorium on 
his own manuscript until he had brought it up 
at least to the level of his earlier work, The Nasi 

State (1943). 

Ebenstein had some things to say which were 
worth saying. He is not among those who be- 
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lieve that Germans are by nature incapable of 
change and of democracy and is substantially 
correct in his demonstration that the historical 
development of Germany has produced a pre- 
dominantly militaristic, obedient, and anti- 
democratic society that will not be easily or 
quickly democratized. He points out a fact too 
often disregarded in comparisons of Germany 
with other countries—that “militarism has little 
to do with the size of the military establishment 
of a country” and that “a nation is militaristic 
when the civilian elements acknowledge, and 
submit to, the military group as the political 
and social ruling class” (p. 260). He wisely 
stresses the fact that the real problem of keeping 
Germany disarmed is less a matter of technical 
means than of political will (e.g., p. 273). His 
discussion of the problem of “good” and “bad” 
Germans is much more sound than that of 
writers who either deny any differences or make 
the distinctions too sharp and clear. He is, more- 
over, not blind to the blunders of those in other 
countries who favored or discounted the rise of 
Nazi Germany. 

The book is obviously intended for the gen- 
eral reader, not for the specialist in German his- 
tory and politics. The latter can read it with the 
necessary discrimination; the former needs to be 
told that it is neither scholarly nor dispassion- 
ate. There are errors in historical fact like the 
statement that the revolutionaries in Vienna in 
October, 1848, were mowed down with the aid 
of Russian troops (p. 122) and the long-exploded 
myth of cannibalism in the later years of he 
Thirty Years’ War (p. 27). There are dubious 
interpretations like “By conquering Germany, 
Prussia advanced the frontiers of totalitarian- 
ism to the Rhine,” or “Bismarck introduced 
into Germany in 1871 what [rotten boroughs] 
had been abolished in England in 1832” (pp. 
138, 158). There are statements about Prussia 
or Germany that are true in themselves but 
which wrongly give the impression that they 
were not also true of many or most other coun- 
tries. We are, for example, informed that half 
the population, the women, were excluded from 
the right to vote under the German constitution 
of 1871. 

The best chapters are viii, “The Republican 
Experiment,” ix, “German Politics and Ameri- 
can Security,” and x, “The Future of German 
Politics.” Even here it is not easy to separate 
the chaff from the grain. Ebenstein justly points 
out the exaggerations of German propaganda in 
concentrating the blame for Germany’s eco- 


nomic difficulties and suffering on the “Ver- 
sailles Diktat” (p. 228). He goes on to declare 
that “the German inflation in the early twen- 
ties, the most stupendous chapter in the history 
of financial trickery, was engineered by a small 
class of industrialists and Junkers to get rid of 
its internal and external indebtedness” (p. 229). 
“This,” he says in the supporting note (p. 324), 
“is brought out in detail in the definitive study 
of the German inflation by an Italian economist: 
see Constantino Bresciani-Turroni, The Eco- 
nomics of Inflation...., especially pp. 93- 
100.”” The reader who, after reading pp. 93-100, 
goes on to p. 104 will see: “Without making the 
exaggerated statement that the depreciation of 
the mark was due to a conspiracy of the indus- 
trial classes, it is certain that they contributed 
largely to it, aided by the agriculturists who 
saw the lightening of the burden of their mort- 
gages.” Caveat lector. 

LAWRENCE D. STEEFEL 


University of Minnesota 


The Control of Germany and Japan. By HAROLD 
G. Movutton and Louis Mario. Washing- 
ton: Brookings Institution, 1944. Pp. xi+ 
116. $2.00. 


At Versailles the long-run issue of the or- 
ganization of a durable peace and the immedi- 
ate issue of the control of Germany were drama- 
tized in the person of Woodrow Wilson and his 
struggle for the Covenant of the League, on the 
one hand, and in the person of Clemenceau and 
his effort to commit Anglo-American power to a 
Rhineland guaranty, on the other. Economic 
control was minimized except for its direct rela- 
tion to the collection of reparations, and in the 
wisdom of hindsight it is easy to see that this 
concern for the collection of large reparations 
became one of the major factors promoting the 
German recovery to a high industrial war poten- 
tial. 

This time attention is focused on the eco- 
nomic and industrial factors that could make for 
the restoration of the war potential of Germany 
and Japan. Two principles of economic control 
have been suggested in the past. The first group 
of suggestions is designed to reduce the aggres- 
sor’s industrial power as a whole. The second 
aims directly at war potential by the control of 
war-related imports and specifically in the form 
of so-called “mineral sanctions.” 
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Since a detailed analysis of the trade in spe- 
cific strategic minerals reveals a great oppor- 
tunity for evasion in the case of Germany, 
Moulton and Marlio shift the discussion from 
the control of essential raw materials to the 
study of the possibility of controlling strategic 
industries. Since the production of aluminum 
shows three major stages, viz., the production of 
alumina from bauxite, the production of alumi- 
num ingots by electrolyzing alumina, and the 
transformation of aluminum ingots into semi- 
finished and finished products, the question is 
asked whether any of these three stages can be 
controlled, thus placing Germany’s entire pro- 
duction in this field under supervision. Control 
leveled at the electrolysis stage of production 
offers two advantages—it would affect only a 
minimum of employment and it would be car- 
ried out in a small number of highly specialized 
plants requiring a large supply of electric power. 

Similarly, the control of the production of 
electric power might prevent the unilateral 
abrogation of international control provisions in 
the synthetic-oil and alloy-steel industries, and 
its administration could be highly centralized 
and therefore relatively invisible to the general 
public. 

The Moulton and Marlio study is a careful 
evaluation of the various proposals for economic 
control, including territorial readjustments, 
specific industries, such as those previously dis- 
cussed, and over-all financial control. The con- 
clusions are not very encouraging, primarily be- 
cause of the implications of the data themselves, 
but also because such controls would inevitably 
direct German technical ingenuity toward the 
solution of the problem imposed by the specific 
control that had been devised. Fundamentally 
this type of control is not unlike the arterial 
surgery that is the principal aim of strategic air 
warfare. It is particularly effective when the 
enemy economy is caught unprepared, but after 
a period of readjustment it leads to defensive 
shifts in industrial location, urban decentraliza- 
tion, and other procedures designed to minimize 
exposure. Almost any specific industrial control 
scheme would be undermined in time because it 
would stimulate changes in technology designed 
to avoid supervision. 

This is an able and suggestive monograph. 
Under the best possible political circumstances 
—a harmonious and integrated plan imposed by 
the victors on the aggressor’s country as a 
whole—it offers only partial and short-term 
answers. Under present political circumstances, 
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the reader is left with a deepened sense of frus- 
tration. 

The interdependence of industrial and eco- 
nomic relations that would follow the imposition 
of over-all free trade might be a more satisfac. 
tory economic “control” than any carefully im- 
plemented industrial police plans—if accom- 
panied by adequate military sanctions. If the 
will to establish effective military sanctions js 
not available, even the most ingenious economic 
controls will be destined for the scrap heap when 
the next major shift occurs in the “balance’’ of 
power politics. 

Harry D. Gmeonse 


Brooklyn College 


Providing for Unemployed Workers in the 
Transition. By RicHArp A. Lester. (“‘Com- 
mittee for Economic Development Research 
Study.”’) New York: McGraw-Hill Book Co., 
Inc., 1945. Pp. xi+152. $1.50. 


In the space of 150 pages Professor Lester 
outlines the nature of the postwar unemploy- 
ment problem, surveys existing resources, 
analyzes various proposals for providing for 
unemployed workers in the postwar period, 
and recommends a practical program. The 
achievement is one for which the author is to be 
commended and for which the reader is grateful. 

A brief, sharp treatment, such as this, throws 
into relief the distinctive features of the current 
approach to problems of unemployment. Its 
basic assumptions unmistakably date after the 
1930’s rather than before. First, the author 
takes for granted that planning is necessary and 
that it is upon government rather than upon 
business that the chief responsibility for draw- 
ing, administering, and financing plans must 
fall; second, the point of reference throughout 
the discussion is the maintenance of economic 
stability rather than a grudging concern for the 
support of somewhat blameworthy individuals; 
third, the problems are assumed to be national 
problems and the programs, accordingly, 
national programs. 

From these assumptions the author advances 
to a forthright, frontal attack upon a predict- 
able situation. The proposals offered contain no 
startling innovations. They follow along lines 
made familiar in recent discussions in this and 
other countries. The value of the report lies not 
in its novelty but in the concise analysis and 
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judicious care with which Lester weighs the 
various elements in the situation and assesses 
the practical value of each proposal. The main 
recommendations may be quickly summarized. 
They include: strengthening the existing 
federal-state system of unemployment in- 
surance to enable it to carry the main burden of 
reconversion and frictional unemployment; 
bolstering inadequate home relief by a system of 
federal grants to the states on a matching basis; 
preparing in advance a sound program of pub- 
lic work to counteract the effects of “curtailed 
spending” unemployment. The role assigned to 
private industry, apart from the payment of 
dismissal compensation and return travel ex- 
penses, stresses the importance of forward 
planning to prevent unnecessary layoffs and 
hiring in advance in order to assure employment 
to workers at a specified date. The recommen- 
dations are interesting, not as isolated items, 
but as parts of an integrated pattern of propo- 
sals by which unemployment may be mini- 
mized and purchasing power maintained during 
the period of transition from a war to a peace 
economy. 

Space does not permit a discussion of the 
proposals as a whole. The reviewer may, how- 
ever, be permitted to question two subsidiary 
points. One is the issue of variable versus 
matched relief grants from the federal govern- 
ment to the states. Lester admits the desira- 
bility of a system of variable grants. He defends 
his recommendation of the matched grant only 
on the ground of expediency. No doubt the 
matched grant, being already familiar to Con- 
gress, would be easier to secure; but does not 
the postwar situation offer an especially favor- 
able opportunity to press for acceptance of the 
sounder principle of the variable grant? It is, at 
least, worth trying. A second point that stirred 
the reviewer’s skepticism is the discussion of 
programs of education and training for unem- 
ployed workers during the transition period. 
Considerably greater elaboration of the pro- 
gram is needed to make the recommendation 
convincing. Lester’s preference for correspon- 
dence courses and various self-help devices that 
minimize teacher-student contacts and the 
discipline of classroom supervision have obvious 
advantages from an administrative point of 
view. It should be equally obvious that they 
place a heavy strain upon student initiative and 
perseverance and that only the exceptional 
young person or adult would have the taste and 
the fortitude to make really effective use of the 








BOOK REVIEWS 47! 


facilities offered. The one million students whom 
Lester anticipates could hardly be expected to 
profit. 

HELEN FISHER HOHMAN 
Evanston Illinois 


Year Book of Labour Statistics, 1943-44. By 
INTERNATIONAL LABOUR OFFICE. 8th issue. 
Montreal: International Labour Office, 1945. 
Pp. xx+265. $3.00. 


The eighth issue of the Year Book is a note- 
worthy achievement, especially when viewed in 
the light of wartime difficulties. The editor 
modestly credits the surprisingly small wartime 
impairment of statistical data to the increased 
consciousness of the need for adequate statis- 
tics in many fields important to the war and to 
postwar activities. A reviewer may properly 
note, however, the evidence of diligence in ob- 
taining and skill in compiling the information, 
which is highly diversified alike in national 
origins, in subject matter, and in degree of 
comparability. 

Broad subjects covered include the gainfully 
occupied population, employment and unem- 
ployment, hours of work and wages, cost of 
living and retail prices, family income and ex- 
penditures, migration, industrial accidents and 
injuries, and industrial disputes. Appendix 
materials include international exchange data 
and indexes of production and of wholesale 
prices. Departures from the plan of earlier vol- 
umes, aside from the two-year coverage, are 
mainly omissions due to the exigencies of the 
war; but certain additions appear, one a table 
of wages in agriculture and two others relating 
to industrial disputes. 

The work is a highly useful compilation but 
its value depends in no small measure on a 
knowledge of its limitations. Some of these are 
mentioned in a general way in the Introductory 
Note, and the explanatory texts and footnotes to 
tables are essential to the proper use of the data. 
Uncritical use is certain to give rise to misleading 
conclusions. Unemployment statistics, for exam- 
ple, vary widely as to definitions, coverage, and 
purpose. It appears that in no country other than 
the United States is there a representation of 
the entire labor force; nor has it been common 
practice (if indeed the practice anywhere except 
in the United States) to count as unemployed 
those engaged on emergency public works. 
The I.L.O. has set great store by continuity, 
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and the fact that so many of the series go back 
to predepression days contributes much to the 
value of the volume. Here again, however, seri- 
ous limitations must be noted, especially in 
view of the fact that many of the series are in 
the form of indexes requiring for proper use a 
considerable knowledge of economic conditions. 
Many of the indexes are vitally affected, for 
example, when one country is just entering a 
period of business depression during the base 
period and another country is already in the 
trough of the depression. Consideration might 
be given in future issues to the inclusion of notes 
of this nature in addition to technical notes. 

It is to be hoped that the I.L.O., while main- 
taining as far as practicable the historical con- 
tinuity of its series, will introduce in later vol- 
umes a larger amount of new data in recogni- 
tion not only of changing conditions but also of 
revised concepts and statistical procedures. A 
notable instance of the latter is the develop- 
ment in the United States of the concept of the 
labor force, largely displacing that of the gain- 
fully occupied population. The I.L.O. can do 
much (perhaps even more than in the past) to 
spread new ideas and promote their more 
general adoption. To that end, later issues of the 
Year Book might include more extensive infor- 
mation of this nature, even at the expense of 
continuity with existing series and also at the 
expense, when necessary, of formal compara- 
bility with data from other countries. 


Witt BowpEN 
Washington, D. C. 


The Méline Tariff: French Agriculture and Na- 
tionalist Economic Policy. By EUGENE OWEN 
Goros. (“Columbia University Studies in 
History, Economics and Public Law,” No. 
506.) New York: Columbia University Press, 
1944. Pp. 266. $3.25. 

“The tariff,” said General Hancock, “is a 
local affair.” Yet tariff agitators and congress- 
men who vote for high import duties have had 
the habit of rationalizing their motives in terms 
of national economic policy. In France in 1880- 
90, as Golob shows in his scholarly account, 
much the same situation prevailed. French 
wheat-growers were suffering from low prices 
as the result of increasing overseas competition, 
and wine-growers had been hard hit by the 
phylloxera. French agriculture, in general, was 


BOOK REVIEWS 


losing ground in comparison with industry. In 
England and Denmark, where a free-trade pol- 
icy prevailed, overseas competition produced a 
radical reorganization of farming. France, with 
wider agricultural resources, chose a more con- 
servative policy—that of protecting the social 
and economic status quo by agrarian tariffs. 

The push for the new tariff policy came prin- 
cipally from the wheat- and wine-growers, the 
cattle-raisers, and other directly interested 
parties. Golob describes in detail the formation 
and activities of the Société des Agriculteurs 
and of the syndicats agricoles, associations of 
farmers which, although originally organized 
for a variety of economic and social purposes, 
turned out to be successful pressure groups. 
The Social Catholic element in the syndicats in- 
fused into their campaign for agrarian tariffs an 
ideological element lacking in American tariff 
controversies, but in other respects the similari- 
ties are striking. In France in 1892, as in the 
United States in 1922 and 1930, tariff protection 
for agriculture was a question that cut squarely 
across party lines. The French parties of the 
Right, conservative, clerical, and antirepubli- 
can, were responsible for initiating the proposals 
that eventually were enacted in the Méline 
tariff. But they could not have succeeded with- 
out the support of Republican deputies from 
departments where agricultural interests, par- 
ticularly wheat and wine, were strongly in- 
trenched. 

The cold calculation of economic interest 
would seem to array industrialists against 
agrarian tariffs because of their effects in raising 
living costs (and wages) of urban workers and 
the prices of protected raw materials. But ac- 
tually the Méline tariff was put over by an al- 
liance of associations of industrialists with 
farmers’ organizations, a log-rolling procedure 
only too familiar in American tariff legislation. 
Moreover, in both countries the industrialists 
probably got the better of the bargain. The 
French manufacturers even succeeded in keep- 
ing important raw materials, including silk and 
wool, on the free list. 

As a study of the history of an important 
piece of French legislation, Golob’s work de- 
serves high praise. He gives a lucid account, 
drawn from original sources, of both the pre- 
liminary organization of support for the new 
tariffs and the discussions in the parliament. 
On the economic side the book is less satisfac- 
tory. The large amount of information pre- 
sented in the opening chapters on economic 














aspects of French agriculture, 1800-1880, is not 
as clearly related as it might be to the competi- 
tion between French agriculture and products of 
foreign origin. Chapter vii also presents general 
data on population changes, rents and land 
values, and some fragmentary figures on crops, 
livestock, and prices, but the author fails to give 
the reader a clear picture of what the higher 
duties accomplished. Even admitting that 
French statistics of production are inadequate 
and that it is difficult to isolate the effect of 
tariff changes, it seems that the available in- 
formation might have been made to yield more 
conclusive results. 

Percy W. BIDWELL 


New York City 


Winter Wheat in the Golden Belt of Kansas: A 
Study in Adaplion to Subhumid Geographical 
Environment. By James C. Matin. Law- 
rence: University of Kansas Press, 1944. Pp. 
290. $3.00. 

This book is a partial history of the develop- 
ment of agriculture in Kansas. Geographically 
it focuses upon four counties (Riley, Geary, 
Dickinson, and Saline) lying in the transitional 
belt between the relatively humid prariie of east- 
ern Kansas and the subhumid Great Plains— 
the “Golden Belt” covering the broad valley of 
the Kansas River, the mouths of the Republican 
and the Solomon, and the valleys of the Saline 
and the Smoky Hill. The author was impelled, 
however, to overleap his geographical limits at 
times. Commodity-wise, this book focuses upon 
wheat; but some space had to be given to corn, 
grass, other crops, and livestock. As suggested 
by the subtitle, attention is also given to the 
major problems encountered by settlers in a 
subhumid environment who came into it famil- 
iar with the techniques of farming in a humid 
environment where wood and water were plenti- 
ful but who were mentally unprepared for tree- 
less plains and occasional scorching droughts. 

The arrangement is chronological. The refer- 
ences, cited in twenty-seven pages of notes, are 
largely to local newspapers. Thus contemporary 
views, attitudes, and disputes more than dry 
statistics are the grist of the author’s mill. The 
book is full of quotations giving life and color to 
the narrative. This approach—intensive study 
of a limited locality—is regarded by the author 
as a desideratum in historical methodology. 
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Within each of the three parts, Malin de- 
votes major attention to year-by-year records 
of crops in relation to weather; the development 
of machinery and methods of wheat cultivation; 
and changes in the types and varieties of winter 
wheat cultivated. In substance this is an enum- 
eration and elucidation of crop hazards (par- 
ticularly those of wheat) and a tracing of the 
devices eventually invented and adopted to 
overcome them. Spring wheat early gave place 
to winter; wheat impinged upon corn, the uni- 
versal pioneer crop, especially in the two west- 
ern counties of the four studied; soft red winter 
wheat yielded to hard red winter; cash grain 
farming grew in importance; the seed drill re- 
placed broadcasting; early fall plowing became 
the rule; the lister cultivator and the header 
moved into the foreground. 

These changes are attributed mainly to the 
“common man”: “In the use of existing ma- 
chinery and the invention of new machinery the 
common man was doing more, much more, than 
selection, he was engaged in creative work in the 
best sense. The instances were not merely iso- 
lated accidents, but a widespread inventive im- 
pulse among the common men which manifested 
itself particularly in lister cultivators and in 
adaptions of the lister idea to wheat culture” 
(p. 251). In tracing the career of T. C. Henry, to 
which two full chapters and parts of others are 
devoted, the author, by implication, attacks the 
concept of Henry as a “‘leader’”’: “So far as 
adaptation of agriculture to the Plains is con- 
cerned, the verdict on Henry’s Kansas career is 
failure—he followed boom after boom, wheat, 
livestock, irrigation, and in the last-named 
phase he abandoned Kansas” (p. 95). 

Readers will welcome this book for its mass 
of specific detail, meticulous avoidance of over- 
statement, and occasional highly illuminating 
sections, graphs, and sentences. They will per- 
haps particularly welcome chapter x, “Rural 
Life and Subhumid Environment during the 
Seventies; ‘The Clean Shirt and Good Living.’ ” 
Here the author deals with such topics as cli- 
matic change (unearthing Professor E. Gale’s 
study of tree rings in 1878), machinery and the 
plains, marketing, farm discontent, community 
maturity, houses, orchards and forest trees, size 
of farms, turnover of farm operators, and pio- 
neer farming. 

The contrasts between the four-county area 
in 1855 and in 1902, and consequently the mani- 
fold expansionist developments between those 
years, are not made so clear as might be wished. 
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One craves to learn more about the influx of 
settlers, the expansion of the transportation net- 
work, the development of exterior markets, the 
importation and accumulation of capital, the 
gradual evolution toward, if not the attainment 
of, stability in crop rotations, the continuing 
battle against grasshoppers, chinch bugs, and 
rust. 

The appetite is nevertheless whetted for 
what appears to be contemplated—a history of 
the whole hard winter wheat region of which 
this book may be taken as a contributory seg- 
ment. One hopes that the broader study will be 
stylistically tighter, freer from minor proof- 
reader’s errors, and less encumbered with detail. 


M. K. BENNETT 


Food Research Institute 
Stanford University, California 


British Colonial Theories, 1570-1850. By KLaus 
E. Knorr. Foreword by H. A. Innis. To- 
ronto: University of Toronto Press, 1944. 
Pp. xix+429. $4.00. 

The great expansion by which Europe has 
imposed her ideas and her institutions on the 
four remaining continents within less than five 


hundred years has sometimes been the work of 
spontaneous forces—religious fanaticism, mili- 
tary love of adventure, land-grabbing greed, or 
lust of profits. At other times it has been the 
outcome of deliberate policies with clearly cir- 
cumscribed objectives. Both types of coloniza- 
tion have been justified or criticized by more or 
less scientific arguments, which have sometimes 
hardened into economic doctrines. Histories of 
economic thought used to mention them when 
dealing with theories of trade or of population. 
They rarely stressed the fact that this world- 
wide spread was the most important feature in 
modern economics, for the leading histories of 
economic doctrines have been written by con- 
tinental authors to whor: colonies and oversea 
empires were distant abstractions. A parochial- 
ist like Gustav Schmoller naturally deduced his 
impressions of mercantilism from the policies of 
primitive Prussia. Most writers on the history 
of modern economic thought dealt almost ex- 
clusively with advanced economic societies 
whose economic connections were mainly with 
similar societies. They rarely appreciated the 
fact that nearly all leading nations have been 
primarily engaged in expanding their bases by 
forming new societies or by transforming primi- 
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tive subject societies. In the future this over- 
sight, not to say misinterpretation, will no 
longer be possible. 

In this volume Klaus Knorr, of Stanford 
University, has made a survey of the colonial 
theories held in Great Britain, the modern 
world’s greatest empire-builder. An introduc- 
tory chapter deals with the several conceptions 
of mercantilism prevailing today. It is followed 
by a discussion of “Colonial Theories, 1570- 
1660” (chap. ii); “Colonial Theories, 1660- 
1776” (chap. iii), and “The Old Colonial Sys- 
tem” (chap. iv). The embryo of all colonial the- * 
ories encountered today on raw materials, popu- 
lation, markets, and strategic and military is- 
sues can be found in them. 

In the second part of the study, Adam Smith 
naturally holds the place of honor (chaps. v and 
vi). The American Revolution, which, by 
spreading to Latin America, was to destroy 
colonial empires in the New World, provided 
the most powerful argument against colonies— 
at least against settlement colonies. Yet it did 
not discourage empire-making. The Malthusian 
doctrine and the industrial revolution combined 
revealed some aspects of colonial problems 
which, though not new, had assumed greatly 
enhanced importance (chap. vii). Some of the 
leaders of modern radical thought like Ben- 
tham, James Mill, and Ricardo contributed 
relatively little to the discussion of these prob- 
lems (chap. vii), but their pupils, especially 
E. G. Wakefield, engaged in a spirited con- 
troversy over whether the population pressure 
at home should be relieved by emigration, i.e., 
by dumping people on other countries, or by 
planned colonization and the formation of new 
societies (chap. ix). 

All colonial theories are fundamentally based 
on “territorialism,” i.e., the concept that the 
wealth of a particular country can best be in- 
creased by annexation and by domination of 
subject communities, even if the object of sub- 
jection is exchange of goods without pressure on 
the terms of the exchange. The Manchester 
school, taking up an idea originally developed 
by the Mercantilists, opposed territorialism 
(both colonialism and imperialism are special- 
ized forms of territorialism) by advocating 
undiluted “commercialism”—a system of free 
exchange from which all predatory features 
were to be eliminated; it contributed greatly to 
“The Fall of the Old Colonial System” (chap. 
x). Chapters on “The Balance Sheet of Im- 
perialism” (xi), “The White Man’s Burden” 
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(xii), “Convict Transportation” (xiii), and “The 
Lake Poets and Thomas Carlyle” (xiv) follow. 
The latter might be called “‘Romantic Colonial- 
ism,” and it might be enlarged by some allusion 
to “Young England.” The last chapter, “The 
Middle Classes and the Empire,’ contributes 
some shrewd observations on the causes of the 
final failure of the Manchester school. An excel- 
lent index of names, books, and periodicals and 
another of subjects complete this very valuable 
study. 

European scholars have long ago recognized 
that their American colleagues frequently sur- 
pass them in their zeal for collecting and organ- 
izing material. Knorr not only possesses in- 
defatigable industry, as shown by his quotations 
from many long-neglected original works, but, 
what is far rarer, discrimination and under- 
standing. His book is what a book of this type 
should be. It is to be hoped that he will comple- 
ment it by another study which will deal with 
the subsequent period falsely called the “Age of 
Imperialism,” for it is a period where expansion 
was mainly directed to the breaking up of old 
empires, Turkey, China, Spain. I regret that 
Knorr has deliberately left out Ireland and In- 
dia. In these countries British colonization was, 
and is, confronted with its most difficult prob- 
lems, and the numerous theories dealing with 
them have been closely interwoven with colo- 
nial doctrines in general. 

By way of a short introduction, Professor 
Innis has greatly added to the value of Knorr’s 
work. His essay is too concise to carry complete 
conviction, but it contributes what may be 
described as a profound philosophy of the Brit- 
ish Empire. 

M. J. Bonn 
Carleton College 


Colonies. By Ertc A. WALKER. Cambridge: At 
the University Press; New York: Macmillan 
Co., 1944. Pp, viiit-168. $1.25. 

The colonial problem has once again come to 
the front in what may be its last phase. The 
defeat of the Axis powers has made new colonial 
ventures highly improbable—they could, in any 
case, lead only to the transfer of possessions 
from one colonial power to another, for there 
are no more unoccupied areas available for new 
colonizing efforts. The age of decolonization or 
countercolonization, as I termed it twenty years 
ago, has come to stay; for the time being, the 
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crumbling of empires will continue, though his- 
tory may at any moment go into reverse. 

The little book, one of a stimulating popular 
series, deals with its subject in five chapters— 
“Colonial Empires in their World Setting’; 
“The Policies of the Colonial Powers” (which 
might be called “Aims and Motives of Coloniza- 
tion’’); “Colonial Conditions” ; “Constitutions, 
Development and Welfare”; and “The Future 
of the Colonies” (dealing with the liquidation of 
colonialism). 

The author, a distinguished historian, spent 
years in the Union of South Africa, a country 
plagued by many acute colonial problems with- 
out its ever being considered a colonial power. 
It has provided him with plenty of apt illustra- 
tions for his points. 

The small volume is crammed with facts and 
replete with shrewd observations; yet it is a 
little disappointing. It is not very satisfactory 
in structure. Some sections seem to overlap. 
The author’s training as a historian may have 
been a handicap, for the main task of the his- 
torian is to tell of events, explain their causes, 
and describe their consequences—not to classify 
societies and to analyze them. In his endeavor 
to do this the author has not clearly defined 
terms. He does not sharply distinguish between 
native dependencies in which the ruling race is 
mainly represented by officials, missionaries, 
and licensed traders, all of whom are transitory, 
and those areas where invaders have settled 
permanently with their families and propagate 
their ethnic group. These mixed or composite 
colonies face far graver problems than native 
countries run by white officials. The term 
“plural society” which the author uses does not 
seem a very happy one; “composite” or 
“mixed” gives a much clearer picture. Nor does 
he distinguish sharply between plantation col- 
onies and large-estate colonies. A plantation in 
West Africa or Malaya is a large estate run with 
native labor by an owner or a manager who is 
not a permanent resident but, like a civil serv- 
ant, goes home on a pension or past savings. 
An estate in Kenya or Tanganyika is somewhat 
like a feudal manor on which a colonizer’s family 
lives and procreates its breed among native 
retainers. Modern colonization differs from its 
predecessors mainly by the vast opportunities 
offered by the newly discovered continents and 
by the presence of hitherto unknown races. Its 
aims and methods were identical with early 
German colonization in northeastern Europe or 
Italian colonization in the Adriatic. Overseas 
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colonization was a continuation of, not a rever- 
sion to, feudal expansion, even though colored 
slaves were substituted for white villeins. 

The author’s observations are often very 
wise and even profound; the last chapter, deal- 
ing with the liquidation of colonialism, is par- 
ticularly suggestive. But his generalizations are 
not always convincing. The color bar is not an 
exclusively tropical problem. It is most rigid in 
the temperate parts of South Africa, and it has 
existed in many regions of nontropical Spanish 
Latin America. 

The reader will gain a good deal of informa- 
tion and enjoyment from the little book. It is 
not so good as it would have been had the au- 
thor had a larger canvas at his disposal on 
which he could have painted with the technique 
of which he is a master. 

M. J. Bonn 


Carleton College 


The Completion of Independence, 1790-18 30. By 
Joun ALLEN Krovut and Drxon Ryan Fox. 
(“A History of American Life,” Vol. V.) New 
York: Macmillan Co., 1944. Pp. xxiii+487. 
$4.00. 

The issue of this volume marks the comple- 
tion of the twelve-volume series of “‘A History 
of American Life,” the first volume of which 
was published in 1927. President D. R. Fox, 
whose death since the appearance of this volume 
must be sincerely regretted, was originally an- 
nounced as its author, but subsequently he 
secured the collaboration of Professor J. A. 
Krout; and this has doubtless contributed to 
the breadth of scope in subject matter which 
characterizes this work. Probably no other vol- 
ume in the series gives as much detail or covers 
as wide a range of material relative to the gener- 
al culture and mode of life of the people as does 
this one. Contemporary conditions and trends in 
science, medicine, literature, art, amusement. 
education, philanthropy, religious activities, 
and economic life—to mention only the chief 
categories—are all described, with the result 
that one can here obtain the most complete and 
best-balanced picture of American life and cul- 
ture during this period that is available. There 
is even less of the political history of the period 
than in other volumes of the series, despite the 
added importance given to political affairs by 
the far-reaching reactions of warfare, either 
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abroad or at home, during half of the period 
Political events are frequently referred to, but 
a knowledge of political history is assumed. 

The central theme of the study is the effort 
to round out the attainment of political inde- 
pendence by developing economic and cultural 
independence. The widespread desire for this, 
stimulated by the rising spirit of nationalism 
and the sense of youthful vigor, is well evi- 
denced. The tesults are not easy of measurement 
in most fields; but the authors confess, despite 
the volume’s title, that the achievement by 
1830, though by no means unsubstantial, still 
fell far short of the objective. Probably the 
greatest degree of success was attained in the 
economic field, and it may be questioned wheth- 
er the authors have done full justice to the ac- 
complishments there. By 1830, foreign trade 
had entered the period when, measured by its 
per capita value, it was less important than at 
any other time in the country’s history. In the 
1820’s the dependence of the national economy 
on foreign markets was at its minimum. In the 
case of imports, the consumption of semitropical 
products, for which we have always been largely 
dependent upon supplies from abroad, was rela- 
tively low, and imports of raw materials were 
just beginning to rise. Admittedly, we still im- 
ported heavily of foreign manufactured goods 
and continued to do so for some decades there- 
after; but by 1830 our own youthful industries, 
after having passed through the abnormally 
trying years between 1815 and 1828, were fairly 
firmly established. Between 1790 and 1830, 
domestic trade, stimulated by the freedom of 
interstate commerce secured under the Consti- 
tution of 1789, the construction of better means 
of transport, and the opening-up of the West, 
had grown by leaps and bounds. The develop- 
ment of a banking system, almost nonexistent 
in 1790, had mobilized the country’s credit re- 
sources. The degree to which an essentially na- 
tional economy had been secured by 1830 was 
remarkable when compared with the situation 
in 1790. 

As in the rest of the series, there is an excel- 
lent chapter devoted to a critical bibliography 
which, along with the footnote references, at- 
tests an extensive search through the available 
sources. The wise choice of contemporary prints 
for illustration adds to the vividness of this pic- 
ture of American life. 

CHESTER W. WRIGHT 
University of Chicago 
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